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ABSTRACT

TheThe obj objective of this paper is to outline the choices that cities will face when reforming the housinective of this paper is to outline the choices that cities will face when reforming the housingg
sectosectorr at the local level.  This paper reports the effects of six alternative rent increase-housing allowanc at the local level.  This paper reports the effects of six alternative rent increase-housing allowancee
strategies.strategies.    It describes how each would develop under two possible scenarios of income growth relativIt describes how each would develop under two possible scenarios of income growth relativee
toto inflation,  inflation, i.e., the extent to which incomes keep up with price increases during the implementatioi.e., the extent to which incomes keep up with price increases during the implementationn
period.  period.  

TheThe simulatio simulations of the programs are based on real 1992 data from three Russian cities:  Moscowns of the programs are based on real 1992 data from three Russian cities:  Moscow,,
NovosibiNovosibirskrsk and Ufa.  These data enable the estimation of the impacts of housing allowance programs o and Ufa.  These data enable the estimation of the impacts of housing allowance programs onn
actualactual cities and households in the Russian Federation.  This material should serve as a guide to loca cities and households in the Russian Federation.  This material should serve as a guide to locall
govgovernmenternment officials responsible for formulating housing policy and those involved in the design an officials responsible for formulating housing policy and those involved in the design andd
implementation of the rent increase and housing allowances program.implementation of the rent increase and housing allowances program.

TheThe central conclusion of this analysis is that there are important differences among the housin central conclusion of this analysis is that there are important differences among the housingg
sectorssectors of c of cities of the Russian Federation.  Consequently, any simple national directive on thities of the Russian Federation.  Consequently, any simple national directive on thee
implementatimplementationion of the rent increase-housing allowance program should be avoided.  Rather each cit of the rent increase-housing allowance program should be avoided.  Rather each cityy
should examine its own situation and devise its own program strategy.should examine its own situation and devise its own program strategy.



EXECUTIVE SUMMARY

ImplemenImplementationtation of the provisions of the Law on Fundamentals of Housing Policy in the Russia of the provisions of the Law on Fundamentals of Housing Policy in the Russiann
FederationFederation will bring about far reaching reforms in the state rental sector.  This legislation requires tha will bring about far reaching reforms in the state rental sector.  This legislation requires thatt
chargescharges to te to tenants for maintenance and communal services be increased to cover costs fully within fivnants for maintenance and communal services be increased to cover costs fully within fivee
years.years.  How  However, the law also includes provisions for the implementation of programs at the local level tever, the law also includes provisions for the implementation of programs at the local level too
protectprotect  low income households from burdensome housing payments.  Housing allowanclow income households from burdensome housing payments.  Housing allowancee
programs—programs—programsprograms which provide payments to low-income households to be used to help pay fo which provide payments to low-income households to be used to help pay forr
rents—rents—implementedimplemented concurrently with rent increases will enable local governments to assist low-incom concurrently with rent increases will enable local governments to assist low-incomee
households while reducing subsidies in the housing sector.households while reducing subsidies in the housing sector.

ThiThiss paper addresses questions likely to be asked by local officials charged with designing the ren paper addresses questions likely to be asked by local officials charged with designing the rentt
increaincrease-housingse-housing allowance program.  How quickly should revenues to the city reach full cost?  Wha allowance program.  How quickly should revenues to the city reach full cost?  Whatt
populationpopulation should be covered by a housing allowance program?  What is a reasonable contribution as  should be covered by a housing allowance program?  What is a reasonable contribution as aa
percentpercent o of income to be expected of a household?  How do program parameters affect participation ratesf income to be expected of a household?  How do program parameters affect participation rates,,
targeting of subsidies to the poor and net revenues to the city?targeting of subsidies to the poor and net revenues to the city?

RecenRecentt discussion at the Federation level has resulted in a proposal of a national directive dictatin discussion at the Federation level has resulted in a proposal of a national directive dictatingg
thethe parameters of the program.  However, the current situations in terms of income distribution, housin parameters of the program.  However, the current situations in terms of income distribution, housingg
stockstock  and operating costs of providing maintenance and communal services vary widely across citiesand operating costs of providing maintenance and communal services vary widely across cities..
Thus,Thus, the  the effects of a program differ from city to city and a rent increase-housing allowance prograeffects of a program differ from city to city and a rent increase-housing allowance programm
suitablsuitablee for one city may not be advisable in another city.  For example, if the housing stock of a cit for one city may not be advisable in another city.  For example, if the housing stock of a cityy
sufferssuffers from deferred maintenance and requires extensive capital rehabilitation, officials may chose  from deferred maintenance and requires extensive capital rehabilitation, officials may chose aa
programprogram which genera which generates more net revenue for the city in the first years.  On the other hand, if there is tes more net revenue for the city in the first years.  On the other hand, if there is aa
larlargerger share of low income households in the city, officials may chose to defer increases in tenan share of low income households in the city, officials may chose to defer increases in tenantt
contribution in order to allow a more gradual transition to full cost charges to tenants.  contribution in order to allow a more gradual transition to full cost charges to tenants.  

InIn short, carefu short, careful analysis of current situation in a city is essential in order to prevent the negativl analysis of current situation in a city is essential in order to prevent the negativee
effecteffectss of an ill-suited policy.  Most importantly, thoughtful discussion, based on hard analysis, must tak of an ill-suited policy.  Most importantly, thoughtful discussion, based on hard analysis, must takee
placeplace among among the policymakers formulating the program in order to determine the parameters best suite the policymakers formulating the program in order to determine the parameters best suitedd
to their own city.to their own city.

  TheThe e effects of six alternative rent increase-housing allowance strategies are presented here for threffects of six alternative rent increase-housing allowance strategies are presented here for threee
RussianRussian  cities:  Moscow, Novosibirsk and Ufa.  Simulations of the programs enable us to estimate thcities:  Moscow, Novosibirsk and Ufa.  Simulations of the programs enable us to estimate thee
impactsimpacts of ho of housing allowance programs on actual cities and households in the Russian Federation and tusing allowance programs on actual cities and households in the Russian Federation and too
demonstratedemonstrate how the effects of a program can differ across cities.  This material should serve as a guid how the effects of a program can differ across cities.  This material should serve as a guidee
toto local go local government officials responsible for formulating housing policy and those involved in the desigvernment officials responsible for formulating housing policy and those involved in the designn
and implementation of the rent increase and housing allowances program.and implementation of the rent increase and housing allowances program.

TheThe central conclusion of this analysis is that there are important differences among the housin central conclusion of this analysis is that there are important differences among the housingg
sectorssectors of c of cities of the Russian Federation.  Consequently, any simple national directive on thities of the Russian Federation.  Consequently, any simple national directive on thee
implementatimplementationion of the rent increase-housing allowance program should be avoided.  Rather each cit of the rent increase-housing allowance program should be avoided.  Rather each cityy
should examine its own situation and devise its own program strategy.  should examine its own situation and devise its own program strategy.  



GUIDELINES FOR DESIGNING PROGRAMS FOR RAISING RENTS AND
IMPLEMENTING HOUSING ALLOWANCES IN
RUSSIAN REPUBLICS AND MUNICIPALITIES

1. INTRODUCTION

ThThee Law on Fundamentals of Housing Policy in the Russian Federation was passed by th Law on Fundamentals of Housing Policy in the Russian Federation was passed by thee
SupremeSupreme Soviet in December 1992.  Implementation of the provisions of this landmark law will restructur Soviet in December 1992.  Implementation of the provisions of this landmark law will restructuree
thethe housing housing sector in the Russian Federation.  The most far reaching restructuring will occur in the Stat sector in the Russian Federation.  The most far reaching restructuring will occur in the Statee
rentalrental sec sector.  The law requires that charges to tenants for maintenance and communal services btor.  The law requires that charges to tenants for maintenance and communal services bee
increasedincreased to cover costs fully within five years.  However, the law also recognizes that some families wil to cover costs fully within five years.  However, the law also recognizes that some families willl
notnot be able to a be able to afford to pay these costs, and for this reason it permits the governments of the republicsfford to pay these costs, and for this reason it permits the governments of the republics,,
kraikrais,s, oblasts, and autonomous municipalities to establish housing allowance programs—programs whic oblasts, and autonomous municipalities to establish housing allowance programs—programs whichh
provide payments to low income households to be used to help pay for rents.  provide payments to low income households to be used to help pay for rents.  

InIn this period this period of transition, households are unsure about the future of the housing sector and thei of transition, households are unsure about the future of the housing sector and theirr
ownown  situation.  The prospect of future rent increases instills anxiety in households who need to be reassuresituation.  The prospect of future rent increases instills anxiety in households who need to be reassuredd
ththatat they will not be made to undertake an unreasonable financial burden.  The housing allowance provisio they will not be made to undertake an unreasonable financial burden.  The housing allowance provisionn
inin the ne the new law enables local governments to implement a program that will guard against just that.  Iw law enables local governments to implement a program that will guard against just that.  Inn
ororderder to alleviate this fear of the unknown, schedules of rent increases and housing allowance program to alleviate this fear of the unknown, schedules of rent increases and housing allowance programss
should be announced from the outset. should be announced from the outset. 

TheThe obj objective of this paper is to outline the choices that cities will face when reforming the housinective of this paper is to outline the choices that cities will face when reforming the housingg
secsector.tor.  Housing allowance programs implemented concurrently with rent increases will enable loca  Housing allowance programs implemented concurrently with rent increases will enable locall
governmentsgovernments  to protect low-income households while reducing subsidies in the housing sector.  A rento protect low-income households while reducing subsidies in the housing sector.  A rentt
increase/housingincrease/housing allowance program can proceed along several different tracks depending on the strateg allowance program can proceed along several different tracks depending on the strategyy
chosenchosen by  by local officials to be the most appropriate to their housing situation.  These strategies vary:  (1local officials to be the most appropriate to their housing situation.  These strategies vary:  (1))
thethe speed at whi speed at which the city moves to charging full cost of maintenance and communal services; and (2) thch the city moves to charging full cost of maintenance and communal services; and (2) thee
contribution, as a percent of household income, that tenants are expected to pay for these services.  contribution, as a percent of household income, that tenants are expected to pay for these services.  

BothBoth fina financial and political impacts of the alternative rent increase-housing allowance programncial and political impacts of the alternative rent increase-housing allowance programss
mustmust be taken  be taken into account.  A city in which the municipal and departmental housing stock is in need ointo account.  A city in which the municipal and departmental housing stock is in need off
consideraconsiderableble capital rehabilitation or suffers from extensive deferred maintenance may conside capital rehabilitation or suffers from extensive deferred maintenance may considerr
maximizingmaximizing its its net revenue, i.e., household payments net of housing allowance payments, in the first year net revenue, i.e., household payments net of housing allowance payments, in the first yearss
ofof the the program in order to cover some of these expenses and improve the housing stock.  This strategy program in order to cover some of these expenses and improve the housing stock.  This strategy,,
however,however, coul could place a larger burden on the tenants than politically feasible.  In this case rents and ned place a larger burden on the tenants than politically feasible.  In this case rents and nett
revenuesrevenues coul could be increased at a more steady pace to allow more time for adjustment in the transitionad be increased at a more steady pace to allow more time for adjustment in the transitionall
period and to place a lower burden on renters.period and to place a lower burden on renters.

ThisThis paper paper reports the effects of six alternative rent increase/housing allowance strategies.  I reports the effects of six alternative rent increase/housing allowance strategies.  Itt
describesdescribes  how each would develop under two possible scenarios of income growth relative to inflation, i.e.how each would develop under two possible scenarios of income growth relative to inflation, i.e.,,
thethe extent to extent to which incomes keep up with price increases during the implementation period.  Th which incomes keep up with price increases during the implementation period.  Thee
simulationssimulations are based on real 1992 data from three Russian cities:  Moscow, Novosibirsk and Ufa.  Thes are based on real 1992 data from three Russian cities:  Moscow, Novosibirsk and Ufa.  Thesee
datadata enable us  enable us to estimate the impacts of housing allowance programs on actual cities and households ito estimate the impacts of housing allowance programs on actual cities and households inn
thethe Russi Russian Federation.  This material should serve as a guide to local government officials responsiblan Federation.  This material should serve as a guide to local government officials responsiblee
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 F For additional material on housing allowances see Shelter Sector Reform Project reports "Options for Administering Housinor additional material on housing allowances see Shelter Sector Reform Project reports "Options for Administering Housin gg
AllowAllowancesances in Russia" by Jill Khadduri and "Implementing Housing Allowances in Russia: Rationalizing the Rental Sector in Russia" by Jill Khadduri and "Implementing Housing Allowances in Russia: Rationalizing the Rental Sector ""
by Ray Struyk et al.by Ray Struyk et al.

forfor for formulating housing policy and those involved in the design and implementation of the rent increasmulating housing policy and those involved in the design and implementation of the rent increasee
and housing allowances program.and housing allowances program.11

TheThe central conclusion of this analysis is that there are important differences among the housin central conclusion of this analysis is that there are important differences among the housingg
sectorssectors of c of cities of the Russian Federation.  Consequently, any simple national directive on thities of the Russian Federation.  Consequently, any simple national directive on thee
implementationimplementation of the rent increase-housing allowance program should be avoided.  Rather, each cit of the rent increase-housing allowance program should be avoided.  Rather, each cityy
should examine its own situation and devise its own program strategy.should examine its own situation and devise its own program strategy.

TheThe foll following section describes the concept and key parameters of the housing allowance.  Thiowing section describes the concept and key parameters of the housing allowance.  Thiss
sectionsection  also includes some of the options for determining the definitions and specifications for each of thesalso includes some of the options for determining the definitions and specifications for each of thesee
keykey par parameters.  The following section illustrates how the objectives of the local government are reflecteameters.  The following section illustrates how the objectives of the local government are reflectedd
inin  the design of the program and describes the rent increase-housing allowance program strategiethe design of the program and describes the rent increase-housing allowance program strategiess
prpresentedesented in this guide.   Section 4 provides some relevant background information on housing stock an in this guide.   Section 4 provides some relevant background information on housing stock andd
hohouseholdusehold income and expenditures in the three cities.  Section 5 deals with understanding the outcom income and expenditures in the three cities.  Section 5 deals with understanding the outcomee
ofof t the simulations for the first year of the program and how the results differ across cities.  In the final twhe simulations for the first year of the program and how the results differ across cities.  In the final twoo
sections, full program implementation is discussed and the conclusions from this report summarized.sections, full program implementation is discussed and the conclusions from this report summarized.

2. WHAT IS A HOUSING ALLOWANCE?

AA ho housing allowance is a subsidy for maintenance and communal services fees paid to a householusing allowance is a subsidy for maintenance and communal services fees paid to a householdd
oror on behal on behalf of a household to owners of the housing and providers of communal services.  A housinf of a household to owners of the housing and providers of communal services.  A housingg
allowanceallowance protects a household for whom meeting the charges for rent and communal services would b protects a household for whom meeting the charges for rent and communal services would bee
aa fi financial hardship.  The allowance pays the difference between typical housing costs in the city for nancial hardship.  The allowance pays the difference between typical housing costs in the city for aa
househohouseholdld of that size and the household's expected contribution as determined by policy-makers.  Th of that size and the household's expected contribution as determined by policy-makers.  Thee
householdhousehold contribution is the percentage of income a family is expected to be able to pay for housing contribution is the percentage of income a family is expected to be able to pay for housing..
Thus,Thus, t the key feature of the housing allowance is that the subsidy depends on the household's income:  thhe key feature of the housing allowance is that the subsidy depends on the household's income:  thee
lowerlower the house the household's income, the larger that household's subsidy and the smaller the amount of the fulhold's income, the larger that household's subsidy and the smaller the amount of the fulll
costs of housing the family must pay out of its pocket.costs of housing the family must pay out of its pocket.

 Ho Housing allowances are very useful in a situation in which housing costs are increasing rapidlyusing allowances are very useful in a situation in which housing costs are increasing rapidly..
ForFor example, in Russia and other countries moving to market relationships in the housing sector, housin example, in Russia and other countries moving to market relationships in the housing sector, housingg
allowallowancesances will make it possible to raise rents to a level that reflects the current market prices o will make it possible to raise rents to a level that reflects the current market prices off
maintaininmaintainingg housing and providing communal services, while continuing to assist low income households housing and providing communal services, while continuing to assist low income households..
HousingHousing a allowances are used in nearly all industrialized countries; in Eastern Europe they have beellowances are used in nearly all industrialized countries; in Eastern Europe they have beenn
adopted in East Germany, Hungary, and Estonia.adopted in East Germany, Hungary, and Estonia.
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 See Appendix A for details of the social norms for space employed in the calculation of  See Appendix A for details of the social norms for space employed in the calculation of MSRMSR..

AA house household participating in the program is free to chose any housing unit.  Allowances arhold participating in the program is free to chose any housing unit.  Allowances aree
assignedassigned  to a household, not to a particular dwelling.  This aspect of the program serves to shift thto a household, not to a particular dwelling.  This aspect of the program serves to shift thee
operationoperation of the  of the rental sector to a market basis and to integrate the state rental sector with the private rentarental sector to a market basis and to integrate the state rental sector with the private rentall
sector.sector.  In  Integration will create competition in the rental sector, inducing landlords to improve housintegration will create competition in the rental sector, inducing landlords to improve housingg
qualiqualityty in order to attract renters.  Over time, housing allowances will help to eliminate the distinctio in order to attract renters.  Over time, housing allowances will help to eliminate the distinctionn
betwbetweeneen municipal and private housing.  As renters or as homeowners, families will pay housing cost municipal and private housing.  As renters or as homeowners, families will pay housing costss
determideterminedned by the market, so that housing can be provided on an efficient, competitive basis.  At the sam by the market, so that housing can be provided on an efficient, competitive basis.  At the samee
time, households who cannot afford market rents or homeownership costs will be protected.time, households who cannot afford market rents or homeownership costs will be protected.

TheThe h housing allowance model employs a formula for computing payments of the "housing gapousing allowance model employs a formula for computing payments of the "housing gap""
type.type.  Subsidy pa  Subsidy payments are designed to fill the gap between what a household can reasonably pay and thyments are designed to fill the gap between what a household can reasonably pay and thee
cost of an adequate unit.  The monthly allowance payment (cost of an adequate unit.  The monthly allowance payment (AA) is computed as) is computed as

A = MSR - tYA = MSR - tY (1)(1)

wherewhere  MSRMSR is the is the "maximum social rent"; that is, the cost of a suitable housing unit in the market.   "maximum social rent"; that is, the cost of a suitable housing unit in the market.  YY i iss
household income and household income and tt is the household contribution.   is the household contribution.  

MSRMSR  is determined according to a social norm of housing based on the size or characteristics ois determined according to a social norm of housing based on the size or characteristics off
aa household.   household.  A space allowance is set per household and multiplied by the new maintenance fees anA space allowance is set per household and multiplied by the new maintenance fees andd
communal services charges per square meter of housing.  communal services charges per square meter of housing.  

MSR = Space Allowance * (Cost/mMSR = Space Allowance * (Cost/m)) (2)(2)22

TheThe space  space allowances may be established according to family composition, taking into account age, sexallowances may be established according to family composition, taking into account age, sex,,
anandd family relationships of household members.  The simulations reported here, however, employ a ver family relationships of household members.  The simulations reported here, however, employ a veryy
simple space allowance schedule based wholly on number of persons in the household.simple space allowance schedule based wholly on number of persons in the household.     22

TheThe  MMSRSR can be defined to include maintenance fees only or both maintenance fees and payment can be defined to include maintenance fees only or both maintenance fees and paymentss
forfor communa communal services.  The argument for subsidizing utilities is that currently services are so highll services.  The argument for subsidizing utilities is that currently services are so highlyy
subsidizedsubsidized that it would be difficult for low-income renters to pay for them as they are increased over time that it would be difficult for low-income renters to pay for them as they are increased over time..
However,However, equ equity between renters and homeowners is jeopardized if renters qualify for this assistance whility between renters and homeowners is jeopardized if renters qualify for this assistance whilee
homeownhomeownersers are excluded.  The composition of the tenure of the housing stock should determine th are excluded.  The composition of the tenure of the housing stock should determine thee
definitiondefinition  of of MSRMSR.  In Moscow, such a small percentage of the housing stock is individual housing that thi.  In Moscow, such a small percentage of the housing stock is individual housing that thiss
issuissuee is not really germane.  However, in other cities, such as Novosibirsk where about 6 percent of th is not really germane.  However, in other cities, such as Novosibirsk where about 6 percent of thee
stostockck is individually-owned housing units, equity becomes a relevant issue.  Additionally, the cost pe is individually-owned housing units, equity becomes a relevant issue.  Additionally, the cost perr
square meter of housing in the square meter of housing in the MSRMSR may vary across cities but not within a city.  may vary across cities but not within a city. 

InIn equatio equation (1) above, n (1) above, tt is the share of income a household can reasonably be expected to spen is the share of income a household can reasonably be expected to spendd
onon housing.  Currently, households renting in Moscow are spending, on average, less than one percent o housing.  Currently, households renting in Moscow are spending, on average, less than one percent off
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 Gross ren Gross rent refers to a household's housing expenses before the housing allowance.  This is a slightly simplified formula fot refers to a household's housing expenses before the housing allowance.  This is a slightly simplified formula fo rr
bothboth gro gross rent and MSR and is the formula that has been used for estimating the effects of various housing allowance optionsss rent and MSR and is the formula that has been used for estimating the effects of various housing allowance options ..
TheThe  actual gross rent is calculated according to formulas for maintenance fees and charges for communal services in each oactual gross rent is calculated according to formulas for maintenance fees and charges for communal services in each o ff
the three cities.  See Appendix A for details.the three cities.  See Appendix A for details.

theirtheir income on maintenance fees and 2 percent on maintenance plus utilities.  In comparison, househol income on maintenance fees and 2 percent on maintenance plus utilities.  In comparison, householdd
exexpenditurependiture on housing, including maintenance, utilities and capital cost, in other industrialized countrie on housing, including maintenance, utilities and capital cost, in other industrialized countriess
usually constitutes 15 to 30 percent of income.usually constitutes 15 to 30 percent of income.

tt is the househ is the household contribution if their unit is exactly at the old contribution if their unit is exactly at the MSRMSR.  Since few families live in unit.  Since few families live in unitss
thatthat are exactl are exactly the same size as the social norm, families rarely will pay exactly the percentage of incomy the same size as the social norm, families rarely will pay exactly the percentage of incomee
chosenchosen for  for tt.  If a household is "overhoused", i.e., living in a larger flat than its space allowance, thei.  If a household is "overhoused", i.e., living in a larger flat than its space allowance, theirr
housinghousing payment will be higher than  payment will be higher than tt.  An "underhoused" household will pay less.  The actual househol.  An "underhoused" household will pay less.  The actual householdd
paypaymentment is the difference of housing expenses, maintenance fees plus charges for communal services is the difference of housing expenses, maintenance fees plus charges for communal services,,
minus the allowance.  minus the allowance.  

Payment = Housing Expenses - Housing AllowancePayment = Housing Expenses - Housing Allowance (3)(3)

AccordingAccording to  to the formula, an "underhoused" family with a low income could receive more than theithe formula, an "underhoused" family with a low income could receive more than theirr
monthlymonthly housi housing expenses.  However, the model employed in these program simulations caps the housinng expenses.  However, the model employed in these program simulations caps the housingg
subsidy at the household's actual housing expenses.subsidy at the household's actual housing expenses.

Table 2.1
Housing Allowance Formulas

Gross rentGross rent == (actual square meters) * (charge per square meter for maintenance only or(actual square meters) * (charge per square meter for maintenance only or33

maintenance and communal services)maintenance and communal services)

MSRMSR == (social norm, m(social norm, m ) * (charge per square meter for rent or maintenance and) * (charge per square meter for rent or maintenance and22

communal services)communal services)

HousingHousing == MSR - (t * household income)MSR - (t * household income)
allowance allowance 

Net paymentNet payment == Gross rent - Housing allowance Gross rent - Housing allowance 

InIn equ equation (1), ation (1), Y Y is the household's monthly income from all sources.  Allowance payments equais the household's monthly income from all sources.  Allowance payments equall
thethe MSR MSR when the household has no income and allowances decline as income rises.  This phasing out o when the household has no income and allowances decline as income rises.  This phasing out off
allowancesallowances ( (AA =  = 0 at 0 at YY =  = MSR/tMSR/t) is an improvement over a system of housing allowances in which ) is an improvement over a system of housing allowances in which aa
householdhousehold receiv receives all or none of the subsidy depending on whether their income is above or below thes all or none of the subsidy depending on whether their income is above or below thee
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incomeincome  cutoff.  Furthermore, the sliding scale of allowances is much more equitable than offering publicutoff.  Furthermore, the sliding scale of allowances is much more equitable than offering publicc
housing to all household with no consideration of their income.housing to all household with no consideration of their income.

Table 2.1 summarizes the formulas for calculating housing allowance payments.Table 2.1 summarizes the formulas for calculating housing allowance payments.

TableTable 2.2  2.2 demonstrates the calculations of housing allowances and rent payments for four sampldemonstrates the calculations of housing allowances and rent payments for four samplee
cases.cases.  Noting  Noting that the  that the MSRMSR is set for the size unit that the household is considered to need, not for the siz is set for the size unit that the household is considered to need, not for the sizee
ofof units in  units in which the family is actually living, these cases illustrate how actual rent payments may diffewhich the family is actually living, these cases illustrate how actual rent payments may differr
from from tt, tenant contribution as a percentage of income. , tenant contribution as a percentage of income. 
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Table 2.2
Overhoused and Underhoused Families

Case 1

If the family lives in a unit that has If the family lives in a unit that has exactlyexactly the number of square meters in the social norm, the net rent paid by the number of square meters in the social norm, the net rent paid by
the family will be equal to the percentage of income established by "t."  the family will be equal to the percentage of income established by "t."  

Income (Y) Income (Y) rub. 2,000/monthrub. 2,000/month
t t 5 percent5 percent
Rent and communal services (per mRent and communal services (per m )) rub. 5/monthrub. 5/month22

Social norm for familySocial norm for family 50 square meters50 square meters
Family's actual unitFamily's actual unit 50 square meters50 square meters
MSR (5 * 50)MSR (5 * 50) rub. 250 rub. 250 
Gross rent (5 * 50)Gross rent (5 * 50) rub. 250 rub. 250 
Housing allowance (250 - (0.05 * 2,000))Housing allowance (250 - (0.05 * 2,000)) rub. 150 rub. 150 
Net rent (250 - 150)Net rent (250 - 150) rub. 100rub. 100
Net rent/Y (100/2,000)Net rent/Y (100/2,000) 5 percent5 percent

Case 2

If the family lives in a larger unit than the social norm, it will pay more than "t". If the family lives in a larger unit than the social norm, it will pay more than "t". 

Family's actual unitFamily's actual unit 60 square meters60 square meters
MSRMSR rub. 250rub. 250
Gross rent (5 * 60)Gross rent (5 * 60) rub. 300rub. 300
Housing allowance (250 - (0.05 * 2,000))Housing allowance (250 - (0.05 * 2,000)) rub. 150rub. 150
Net rent (300 - 150)Net rent (300 - 150) rub. 150rub. 150
Net rent/Y (150/2,000)Net rent/Y (150/2,000) 7.5 percent7.5 percent

Case 3

If the family lives in a unit smaller than the social norm, it will pay less than "t."If the family lives in a unit smaller than the social norm, it will pay less than "t."

Family's actual unitFamily's actual unit 40 square meters40 square meters
MSR MSR rub. 250rub. 250
Gross rent (5 * 40)Gross rent (5 * 40) rub. 200rub. 200
Housing allowance (250 - (0.05 * 2000))Housing allowance (250 - (0.05 * 2000)) rub. 150rub. 150
Net rent (200 - 150)Net rent (200 - 150) rub. 50rub. 50
Net rent/Y (50/2,000)Net rent/Y (50/2,000) 2.5 percent2.5 percent

Table 2.2
Overhoused and Underhoused Families
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3. ALTERNATIVE STRATEGIES

WhatWhat population should be covered by a housing allowance program?  Housing allowances ca population should be covered by a housing allowance program?  Housing allowances cann
applyapply  to families living in any type of housing and to owners as well as renters.  Local governments musto families living in any type of housing and to owners as well as renters.  Local governments mustt
makmakee decisions about what forms of tenure to include in a housing allowance program.  The types o decisions about what forms of tenure to include in a housing allowance program.  The types off
housing to be considered for coverage under a housing allowance program are shown in Table 3.1.housing to be considered for coverage under a housing allowance program are shown in Table 3.1.

Table 3.1
Types of Housing to be Considered 

for Coverage Under a Housing Allowance Program

Municipal rental unitsMunicipal rental units

Departmental rental unitsDepartmental rental units

Units in cooperative buildings Units in cooperative buildings 
(whether or not the loan has been paid off)(whether or not the loan has been paid off)

Privatized units in municipal or departmental housing Privatized units in municipal or departmental housing 
(occupied by the family who initially privatized)(occupied by the family who initially privatized)

Condominium unitsCondominium units
(occupied by the family who initially privatized the unit from the municipality or department)(occupied by the family who initially privatized the unit from the municipality or department)

Privatized units Privatized units 
(occupied by those renting from privatizers)(occupied by those renting from privatizers)

Individual houses and privately owned unitsIndividual houses and privately owned units

Other privately owned units or housesOther privately owned units or houses
(occupied by owners who purchase at market prices or otherwise acquire the unit aside from(occupied by owners who purchase at market prices or otherwise acquire the unit aside from
privatization)privatization)

InIn Mos Moscow, the proposed housing allowance system includes all forms of ownership, excepcow, the proposed housing allowance system includes all forms of ownership, exceptt
secondarysecondary owners of privatized units, owners of new units sold at market prices, and owners of individua owners of privatized units, owners of new units sold at market prices, and owners of individuall
houses.houses.  Families who can afford to buy housing at market prices are assumed not to need a housin  Families who can afford to buy housing at market prices are assumed not to need a housingg
allowanceallowance to he to help them pay housing expenses.  Housing allowances will also not be available to illegalp them pay housing expenses.  Housing allowances will also not be available to illegall
subtenantssubtenants of municipal or departmental housing; i.e., to families living in units that continue to b of municipal or departmental housing; i.e., to families living in units that continue to bee
registeregisteredred in the name of a different family.  To exclude privatized units and condominiums would likel in the name of a different family.  To exclude privatized units and condominiums would likelyy
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slowslow the pac the pace of privatization, and the Law on Fundamentals explicitly makes those who privatized theie of privatization, and the Law on Fundamentals explicitly makes those who privatized theirr
unit eligible for allowances.unit eligible for allowances.

  ClearClearlyly to provide housing allowances to anyone not currently subsidized will reduce net revenue to provide housing allowances to anyone not currently subsidized will reduce net revenue..
HowevHowever,er, as communal services are currently subsidized for all households, this additional cost onl as communal services are currently subsidized for all households, this additional cost onlyy
appapplieslies to the portion of housing payments covering maintenance.  In areas where there is a large to the portion of housing payments covering maintenance.  In areas where there is a largerr
populpopulationation of individually-owned units, owners may not be able to afford ownership; i.e., the cost o of individually-owned units, owners may not be able to afford ownership; i.e., the cost off
maintenancemaintenance o of the unit, or the increases to communal services fees.  In the short run, selling the house anf the unit, or the increases to communal services fees.  In the short run, selling the house andd
movingmoving to a rental to a rental unit may not be an option.  Additionally, if communal services are included in the  unit may not be an option.  Additionally, if communal services are included in the MSRMSR,,
equequityity between renters and homeowner is compromised if renters are eligible for housing allowances an between renters and homeowner is compromised if renters are eligible for housing allowances andd
homeowners are not.homeowners are not.

InIn many countries which have housing allowance programs, the housing allowance may only b many countries which have housing allowance programs, the housing allowance may only bee
paidpaid on on behalf of a family who lives in a unit that is considered to be of adequate quality.  Families wh behalf of a family who lives in a unit that is considered to be of adequate quality.  Families whoo
livelive  in units that do not pass such a housing quality test must either arrange to have their unit  repaired oin units that do not pass such a housing quality test must either arrange to have their unit  repaired orr
must move to a better housing unit.must move to a better housing unit.

SuchSuch a housing quality standard has many advantages.  For example, it helps persuade manager a housing quality standard has many advantages.  For example, it helps persuade managerss
ofof apartme apartment buildings to keep those buildings in good condition, because otherwise families would movnt buildings to keep those buildings in good condition, because otherwise families would movee
elsewhereelsewhere t to protect their eligibility for housing allowances.  However, given the present situation oo protect their eligibility for housing allowances.  However, given the present situation off
housinghousing shortage in the Russian Federation, it is not possible or advisable to implement a program wit shortage in the Russian Federation, it is not possible or advisable to implement a program withh
suchsuch a quality standard.  And the Law on Fundamentals wisely does not make this a provision of th a quality standard.  And the Law on Fundamentals wisely does not make this a provision of thee
housing allowance program. housing allowance program. 

TheThe effect effects of six alternative strategies are presented in this study.  These strategies vary:  (1) ths of six alternative strategies are presented in this study.  These strategies vary:  (1) thee
speedspeed at which  at which the city moves to charging full cost of maintenance and communal services; and (2) ththe city moves to charging full cost of maintenance and communal services; and (2) thee
contributioncontribution,, as a percent of household income, that tenants who will receive a housing allowance ar as a percent of household income, that tenants who will receive a housing allowance aree
expectedexpected to to pay for these services.  The speed of moving to full cost is determined by cost coverage, or th pay for these services.  The speed of moving to full cost is determined by cost coverage, or thee
inincreasescreases in maintenance fees and communal services charges.  Tenant contribution as a percent of incom in maintenance fees and communal services charges.  Tenant contribution as a percent of incomee
is used to compute the size of the allowance to which the household is entitled.is used to compute the size of the allowance to which the household is entitled.

ClearlyClearly,, as cost coverage increases towards full cost, gross revenue increases.  However, th as cost coverage increases towards full cost, gross revenue increases.  However, thee
objectiobjectiveve of a program to raise rents and implement housing allowances is not merely to increase revenue of a program to raise rents and implement housing allowances is not merely to increase revenuess
toto meet the  meet the full cost of housing, but to protect low income families as well.  Within the housing allowancfull cost of housing, but to protect low income families as well.  Within the housing allowancee
progprogram,ram, greater increases in cost coverage do not necessarily mean greater increases in net revenue to th greater increases in cost coverage do not necessarily mean greater increases in net revenue to thee
cicityty budget.  These revenues could be simply channeled back to the tenants in the form of their allowanc budget.  These revenues could be simply channeled back to the tenants in the form of their allowancee
paymepayment.nt.  Therefore, some trade-off between movement to full cost and assisting the poor must be made  Therefore, some trade-off between movement to full cost and assisting the poor must be made..
    

SinSincece the percent of income a tenant is expected to pay directly affects their eligibility for a housin the percent of income a tenant is expected to pay directly affects their eligibility for a housingg
allowance,allowance,  net revenue is dependent on tenant contribution, or net revenue is dependent on tenant contribution, or tt.  As .  As tt increases, the size of allowance t increases, the size of allowance too
whichwhich a household is entitled decreases, and eligibility for allowances is reduced, i.e., the maximu a household is entitled decreases, and eligibility for allowances is reduced, i.e., the maximumm
incomeincome a househol a household can have (and still receive a subsidy) falls.  Thus, the value set for d can have (and still receive a subsidy) falls.  Thus, the value set for tt determines ho determines howw
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muchmuch reve revenue is left after allowance payments are made.  Higher values of nue is left after allowance payments are made.  Higher values of tt generate increased ne generate increased nett
revenue, as tenants pay a larger share of their full housing expenses. revenue, as tenants pay a larger share of their full housing expenses. 

IfIf  during the transition period cost coverage increases rapidly and during the transition period cost coverage increases rapidly and tt increases slowly, participatio increases slowly, participationn
willwill be high be high and net revenue will be low; and conversely, if cost coverage increases slowly and and net revenue will be low; and conversely, if cost coverage increases slowly and t t increase increasess
rapidly,rapidly,  participation will be low and net revenues will be high.  These are the decisions which must bparticipation will be low and net revenues will be high.  These are the decisions which must bee
addressed by a city's policymakers.  addressed by a city's policymakers.  

AsAs  previously mentioned, cities in which the municipal and departmental housing stock sufferpreviously mentioned, cities in which the municipal and departmental housing stock sufferss
fromfrom defe deferred maintenance or requires extensive capital rehabilitation may opt for a program whicrred maintenance or requires extensive capital rehabilitation may opt for a program whichh
provprovidesides a larger increase in net revenue from the outset to cover some of these costs.  In this case, bot a larger increase in net revenue from the outset to cover some of these costs.  In this case, bothh
cost coverage and tenant contributions could be increased rapidly.  cost coverage and tenant contributions could be increased rapidly.  

OnOn the  the other hand, to allow more time for development of the administration of the program, other hand, to allow more time for development of the administration of the program, aa
moremore gr gradual transition may be preferable.  By deferring cost increases at the inception and setting a steadadual transition may be preferable.  By deferring cost increases at the inception and setting a steadyy
oror rapid pace for increases in tenant contribution, a city could limit participation and test the procedure rapid pace for increases in tenant contribution, a city could limit participation and test the proceduress
forfor administer administering the program.  A larger city which may require a fairly extensive network of housining the program.  A larger city which may require a fairly extensive network of housingg
allowance offices may opt for this strategy.  allowance offices may opt for this strategy.  

FurthermFurthermore,ore, the argument for allowing more time for families to adjust psychologically to the ide the argument for allowing more time for families to adjust psychologically to the ideaa
ofof in increased maintenance fees and communal services charges may, in fact, be reasonable.  Families arcreased maintenance fees and communal services charges may, in fact, be reasonable.  Families aree
soso used to paying used to paying nominal fees for housing that the concept of paying the full value of services may b nominal fees for housing that the concept of paying the full value of services may bee
difficult to accept.difficult to accept.

The strategies presented here are as follows:The strategies presented here are as follows:

Strategy 1:Strategy 1: DeferredDeferred cost coverage increase and deferred increases in tenant contributio cost coverage increase and deferred increases in tenant contributionn
(deferred-deferred)(deferred-deferred)

Strategy 2:Strategy 2: DefDeferrederred cost coverage increase and rapid increase in tenant contributio cost coverage increase and rapid increase in tenant contributionn
(deferred-rapid)(deferred-rapid)

Strategy 3:Strategy 3: SteadySteady  cost coverage increase and deferred increase in tenant contribution (steadycost coverage increase and deferred increase in tenant contribution (steady--
deferred)deferred)

Strategy 4:Strategy 4: SteadSteadyy cost coverage increase and rapid increase in tenant contribution (steady cost coverage increase and rapid increase in tenant contribution (steady--
rapid)rapid)

Strategy 5:Strategy 5: RapRapidid cost coverage increase and deferred increase in tenant contribution (rapid cost coverage increase and deferred increase in tenant contribution (rapid--
deferred)deferred)

Strategy 6:Strategy 6: RapidRapid  cost coverage increase and rapid increase in tenant contribution (rapidcost coverage increase and rapid increase in tenant contribution (rapid--
rapid)rapid)
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OptionsOptions  for program parameters employed in each strategy are summarized in the following tablefor program parameters employed in each strategy are summarized in the following table..

Table 3.2
Alternative Scenarios of the Housing Allowance Program

   Year of Program   Year of Program 11 22 33 44 55

 t
Deferred increaseDeferred increase 55 1010 1515 2020 2525

Steady increaseSteady increase 1010 1515 2020 2525 2525

  CC Steady increaseSteady increase 2020 4040 6060 8080 100100

Deferred increaseDeferred increase 1515 3030 4545 7575 100100

Rapid increaseRapid increase 2525 4545 7575 100100 100100

 RY
Optimistic caseOptimistic case 8080 8585 9090 9595 100100

Pessimistic casePessimistic case 7070 7575 8080 8585 9090

      Notes:

   t   t Tenant contribution as a percent of income, which generates net revenue to the city after allowance paymentsTenant contribution as a percent of income, which generates net revenue to the city after allowance payments
   CC   CC Cost coverage, percentage of total operating costs covered by gross housing expensesCost coverage, percentage of total operating costs covered by gross housing expenses
   RY   RY Real income deflator, or  total household income as a percentage of overall inflationReal income deflator, or  total household income as a percentage of overall inflation

CostCost cove coverage refers to the percentage of the full cost of providing maintenance and communarage refers to the percentage of the full cost of providing maintenance and communall
servicesservices that  that is covered by gross revenue, or the average percentage of full cost covered by a household'is covered by gross revenue, or the average percentage of full cost covered by a household'ss
housinghousing  expenses before deduction of housing allowance payments, if any.  Currently, for exampleexpenses before deduction of housing allowance payments, if any.  Currently, for example,,
householdshouseholds  are paying only 3.5 percent of full cost in Moscow and about 1.0 percent of full cost iare paying only 3.5 percent of full cost in Moscow and about 1.0 percent of full cost inn
NovosiNovosibirsk.birsk.  Under the slowest increase in charges to tenants (deferred), increased cost coverage begin  Under the slowest increase in charges to tenants (deferred), increased cost coverage beginss
withwith an  an initial rise to at least 15 percent in the first year.  The second and third years increase cost coveraginitial rise to at least 15 percent in the first year.  The second and third years increase cost coveragee
byby another 1 another 15 percent of full cost each year.  The largest increases occur in fourth and fifth years whe5 percent of full cost each year.  The largest increases occur in fourth and fifth years whenn
thertheree are increases from 45 percent of full cost to 75 percent in the fourth year and finally, 100 percent o are increases from 45 percent of full cost to 75 percent in the fourth year and finally, 100 percent off
fullfull cost in  the fifth year.  "Steady increases" in cost coverage increase gross revenue by 20 percent of ful cost in  the fifth year.  "Steady increases" in cost coverage increase gross revenue by 20 percent of fulll
costcost  each of the five years of the transition.  "Rapid" cost coverage increases gross revenue to 25 perceneach of the five years of the transition.  "Rapid" cost coverage increases gross revenue to 25 percentt
of full cost in the first year and reaches 100 percent of full cost in Year 4 of the transition.of full cost in the first year and reaches 100 percent of full cost in Year 4 of the transition.

TenantTenant con contribution, or tribution, or tt, is the percentage of household income that is expected to be paid by thos, is the percentage of household income that is expected to be paid by thosee
familiefamiliess who will receive a subsidy for housing expenses.  Households in Moscow spend on average unde who will receive a subsidy for housing expenses.  Households in Moscow spend on average underr
22  percent of their income on maintenance and communal services.  Under the "deferred tenant contributiopercent of their income on maintenance and communal services.  Under the "deferred tenant contributionn
increase"increase" opt option ion tt is initially set at 5 percent of income and increases by 5 percent of income each year is initially set at 5 percent of income and increases by 5 percent of income each year,,
reachingreaching 25 pe 25 percent of income in the fifth year.  The other option increase rcent of income in the fifth year.  The other option increase tt to 10 percent of income in th to 10 percent of income in thee
first year and reaches 25 percent in the fourth year.     first year and reaches 25 percent in the fourth year.     
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TheThe results o results of each variant of the program were estimated for two scenarios concerning the extenf each variant of the program were estimated for two scenarios concerning the extentt
toto which  which household incomes keep pace with inflation—an optimistic scenario in which income growthousehold incomes keep pace with inflation—an optimistic scenario in which income growthh
startstartss at 80 percent of inflation and eventually equals inflation in Year 5, and a more pessimistic scenari at 80 percent of inflation and eventually equals inflation in Year 5, and a more pessimistic scenarioo
inin  which income growth starts at 70 percent and reaches only 90 percent of inflation in Year 5.  Even ouwhich income growth starts at 70 percent and reaches only 90 percent of inflation in Year 5.  Even ourr
moremore  optimistic scenario is still fairly negative on a cumulative basis.  With income starting at 80 percenoptimistic scenario is still fairly negative on a cumulative basis.  With income starting at 80 percentt
andand reaching  reaching 100 percent of inflation, the cumulative income growth is only 58 percent of inflation ove100 percent of inflation, the cumulative income growth is only 58 percent of inflation overr
fivefive years.  The result of these assumptions are highly conservative estimates of participation and progra years.  The result of these assumptions are highly conservative estimates of participation and programm
costs.costs.  The  The outcome of the simulations in which income growth was 80 percent of inflation have been use outcome of the simulations in which income growth was 80 percent of inflation have been usedd
toto evalu evaluate the housing allowance strategies.  The results of all strategies under both income growtate the housing allowance strategies.  The results of all strategies under both income growthh
scenarios are presented in Appendix C. scenarios are presented in Appendix C. 

Each of the strategies analyzed was evaluated according to five indicators:  Each of the strategies analyzed was evaluated according to five indicators:  

NetNet reve revenue as a percent of gross revenuenue as a percent of gross revenue—revenue after allowance payments are made t—revenue after allowance payments are made too
participatiparticipatingng households as a percent of revenue from total housing expenses, i.e., rent plu households as a percent of revenue from total housing expenses, i.e., rent pluss
cocommunalmmunal services, before allowance payments.  This tells the city how much "extra" mone services, before allowance payments.  This tells the city how much "extra" moneyy
itit will  will have available to fund better maintenance or cut subsidies to the sector.  If net revenuhave available to fund better maintenance or cut subsidies to the sector.  If net revenuee
is negative, it shows the additional funds the city will have to devote to the sector.  is negative, it shows the additional funds the city will have to devote to the sector.  

ShaSharere of total housing allowance payments received by the lowest half of the incom of total housing allowance payments received by the lowest half of the incomee
distdistributionribution—the—the percent of the total subsidy to all households that is received by those in th percent of the total subsidy to all households that is received by those in thee
lowestlowest  two income quartiles.  This shows how well the subsidy payments are targeted to thtwo income quartiles.  This shows how well the subsidy payments are targeted to thee
poor.  poor.  

ParticipationParticipation rates rates—what portion of the population is eligible to receive a housing allowance—what portion of the population is eligible to receive a housing allowance..
ThThisis measure tells the city how big an administrative job it will have and whether the progra measure tells the city how big an administrative job it will have and whether the programm
willwill have br have broad support from a large share of the population participating.  The larger the ratoad support from a large share of the population participating.  The larger the ratee
ofof part participation the greater the political support for the program as more people foreseicipation the greater the political support for the program as more people foreseee
benefits.benefits.

CostCost  coveragecoverage, i.e., gross housing charges to households as a percent of full operating cost—, i.e., gross housing charges to households as a percent of full operating cost—aa
desidesigngn parameter that determines how quickly the program reaches full cost of housin parameter that determines how quickly the program reaches full cost of housingg
expenses.  expenses.  

PaymentPayment to to income ratios of participants in the lowest income quartile income ratios of participants in the lowest income quartile (households in th (households in thee
lowlowestest 25 percent of the income distribution)—ratios which show how well the progra 25 percent of the income distribution)—ratios which show how well the programm
prprotectsotects allowance recipients from potentially burdensome housing payments;  these ratios ar allowance recipients from potentially burdensome housing payments;  these ratios aree
mosmostt illustrative when examined together with gross housing expenses to income ratios illustrative when examined together with gross housing expenses to income ratios,,
examples of which are included in figures in the Section 5.  examples of which are included in figures in the Section 5.  

4. BACKGROUND ON THREE CITIES—MOSCOW, NOVOSIBIRSK, AND UFA 
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 See Appendix B for details on weighting the sample. See Appendix B for details on weighting the sample.

 I Inflation was 27 percent in October, 21 percent in November and 23 percent in December.  Wage growth was assumed to bnflation was 27 percent in October, 21 percent in November and 23 percent in December.  Wage growth was assumed to b ee
8080 percent of infl percent of inflation.  Monthly fees for maintenance and communal services are calculated as the average per month for thation.  Monthly fees for maintenance and communal services are calculated as the average per month for th ee
fourth quarter.fourth quarter.

ThisThis section section introduces the data employed in analyzing the scenarios outlined above and the thre introduces the data employed in analyzing the scenarios outlined above and the threee
citiescities presen presented in this analysis.  As shown below, the cities differ in important ways in terms of theited in this analysis.  As shown below, the cities differ in important ways in terms of theirr
housinghousing stock, housing costs, and income distribution.  Readers can identify which of these cities mos stock, housing costs, and income distribution.  Readers can identify which of these cities mostt
closelcloselyy resembles their own city.  The results for this city can be given special attention in reading th resembles their own city.  The results for this city can be given special attention in reading thee
following sections.following sections.

The Data

DataData for  for the three cities come primarily from the Russian Household Income and Expenditurthe three cities come primarily from the Russian Household Income and Expendituree
SurveySurvey c conducted by local branches of the National Statistics Office of the Russian Federatioonducted by local branches of the National Statistics Office of the Russian Federationn
(G(Goskomstat).oskomstat).  These data are supplemented by data on each city's expenditure on maintenance an  These data are supplemented by data on each city's expenditure on maintenance andd
communal services and their formulas for computing charges to renters.  communal services and their formulas for computing charges to renters.  

TheThe Incom Income and Expenditure Survey's questionnaire includes information on income, expendituree and Expenditure Survey's questionnaire includes information on income, expendituress
onon housi housing, as well as size and type of dwelling.  Since allowances are determined by the interaction ong, as well as size and type of dwelling.  Since allowances are determined by the interaction off
housinghousing expenses, household income, family size, and dwelling space, this survey provides suitable dat expenses, household income, family size, and dwelling space, this survey provides suitable dataa
forfor simulating  simulating the overall effects of a housing allowance program.  In order to simulate the actual incomthe overall effects of a housing allowance program.  In order to simulate the actual incomee
distributdistributionion for each city, the distribution of households was adjusted to represent the actual distributio for each city, the distribution of households was adjusted to represent the actual distributionn
ofof households i households in two aggregated branches of the economy, industry and others, and the ratio of householdn two aggregated branches of the economy, industry and others, and the ratio of householdss
composedcomposed of n of non-working pensioners to other types of households.  In order to make population estimateon-working pensioners to other types of households.  In order to make population estimatess
ofof program co program cost and participation, each household in the sample was weighted to simulate the actuast and participation, each household in the sample was weighted to simulate the actuall
number of households in each type of housing.number of households in each type of housing.44

TheThe survey for Moscow includes 2,374 households living in municipal, departmental an survey for Moscow includes 2,374 households living in municipal, departmental andd
coopcooperativeerative housing, which corresponds to a weighted sample of 3,379,097 households.   These data wer housing, which corresponds to a weighted sample of 3,379,097 households.   These data weree
collecollectedcted in March 1992.  For the purpose of these simulations, prices and wages were inflated to Octobe in March 1992.  For the purpose of these simulations, prices and wages were inflated to Octoberr
19921992 figures ac figures according to estimates for inflation and income growth during the period.  Both housing costcording to estimates for inflation and income growth during the period.  Both housing costss
and incomes increased by about 90 percent.  and incomes increased by about 90 percent.  

    DataData for  for Novosibirsk include 576 households living in municipal, departmental, cooperative, anNovosibirsk include 576 households living in municipal, departmental, cooperative, andd
individualindividual ho housing which corresponds to a weighted sample of 392,381 households.  Most of thusing which corresponds to a weighted sample of 392,381 households.  Most of thee
sisimulationsmulations exclude households living in individual housing, therefore using a smaller sample of 538, o exclude households living in individual housing, therefore using a smaller sample of 538, orr
aa wei weighted sample of 357,706 households.  These data are from the fourth quarter collected in Decembeghted sample of 357,706 households.  These data are from the fourth quarter collected in Decemberr
191992.92.  In order to produce comparable estimates of program costs for the three cities, income an  In order to produce comparable estimates of program costs for the three cities, income andd
expenditurexpendituree data for Novosibirsk were deflated according to inflation estimates to October 1992 figures data for Novosibirsk were deflated according to inflation estimates to October 1992 figures55

since both the data sets for Moscow and Ufa were in October 1992 prices.  since both the data sets for Moscow and Ufa were in October 1992 prices.  
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 Inflation was 9 p Inflation was 9 percent in July, 6.2 percent in August and 16.9 percent in September and wage growth was assumed to be 8ercent in July, 6.2 percent in August and 16.9 percent in September and wage growth was assumed to be 8 00
percent of inflation.  Incomes were deflated by the compounded monthly inflation over the period.percent of inflation.  Incomes were deflated by the compounded monthly inflation over the period.

  It is widely believed that there is underreporting of income in this survey.  This, however, does not present a problem iIt is widely believed that there is underreporting of income in this survey.  This, however, does not present a problem i nn
estimating the effects of the program because people will likely continue to underreport when applying for allowances.estimating the effects of the program because people will likely continue to underreport when applying for allowances.

DataData  for Ufa include 471 households living in municipal, departmental, cooperative, and individuafor Ufa include 471 households living in municipal, departmental, cooperative, and individuall
housing,housing, a  a weighted sample of 256,443 households.  Excluding those living in individually-owned housingweighted sample of 256,443 households.  Excluding those living in individually-owned housing,,
thethe  sample consists of 454 households, or a weighted sample of 240,644 households.  Income ansample consists of 454 households, or a weighted sample of 240,644 households.  Income andd
expenditureexpenditure data for Ufa were total figures for the third quarter of 1992 and were converted to monthl data for Ufa were total figures for the third quarter of 1992 and were converted to monthlyy
figures.figures.66

Income, Expenditures, and Housing Stock

TheseThese three  three cities provide an interesting comparison of the effects of the rent increase/housincities provide an interesting comparison of the effects of the rent increase/housingg
allowanceallowance str strategies because of differences in incomes, housing costs, and housing stock.  For exampleategies because of differences in incomes, housing costs, and housing stock.  For example,,
thethe avera average household income in Moscow in October was 6,492 rubles; per capita income for the samge household income in Moscow in October was 6,492 rubles; per capita income for the samee
periodperiod was 3,239  was 3,239 rubles.rubles.   On average, families spent about 2 percent of their income on housing.  Housin  On average, families spent about 2 percent of their income on housing.  Housingg77

expexpenditure,enditure, however, varied greatly by income quartile.  The lowest income quartile spends 4.2 percen however, varied greatly by income quartile.  The lowest income quartile spends 4.2 percentt
on housing while the highest income quartile spent less than one percent, 0.7 percent.    on housing while the highest income quartile spent less than one percent, 0.7 percent.    

InIn compar comparison, the income distributions in Novosibirsk and Ufa differs slightly from that oison, the income distributions in Novosibirsk and Ufa differs slightly from that off
MoscMoscowow (see Table 4.1).  The mean household income in Novosibirsk was 6112 rubles in October 1992 (see Table 4.1).  The mean household income in Novosibirsk was 6112 rubles in October 1992;;
thethe income per person was 2390 with an average household size of 2.66 persons.  Housing expenses a income per person was 2390 with an average household size of 2.66 persons.  Housing expenses ass
percpercentent of income were, however, somewhat lower as tenant payments are a smaller percent of full cos of income were, however, somewhat lower as tenant payments are a smaller percent of full costt
thanthan  in Moscow.  On average households pay 2 percent of income for housing expenses, including botin Moscow.  On average households pay 2 percent of income for housing expenses, including bothh
maintenancemaintenance fees and communal services charges.  Those households in the lowest quartile pay 3 percen fees and communal services charges.  Those households in the lowest quartile pay 3 percentt
of income, while those in the highest quartile pay only 1 percent.of income, while those in the highest quartile pay only 1 percent.

Table 4.1
Mean Incomes and Housing Cost to Income Ratios

MoscowMoscow NovosibirskNovosibirsk UfaUfa

   Mean household income (rubles)   Mean household income (rubles) 6,4926,492 6,1126,112 10,53010,530

   Mean income per person (rubles)   Mean income per person (rubles) 3,2393,239 2,3902,390 35553555

   Mean housing cost (percent of   Mean housing cost (percent of 2.02.0 2.02.0 1.01.0
   income)   income)

      Source:  National Income and Expenditure Survey, 1992  National Income and Expenditure Survey, 1992
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InIn Ufa, mont Ufa, monthly household income is 10,530 rubles, greater than that of Moscow and Novosibirskhly household income is 10,530 rubles, greater than that of Moscow and Novosibirsk..
AverageAverage mo monthly income per person, however, is only slightly larger than Moscow, at 3,555 rubles, sincnthly income per person, however, is only slightly larger than Moscow, at 3,555 rubles, sincee
thethe  average household size of 3.29 is larger than both Moscow and Novosibirsk.  Payments foaverage household size of 3.29 is larger than both Moscow and Novosibirsk.  Payments forr
maimaintenancentenance and communal services are, on average, one percent of income.  Housing payments are  and communal services are, on average, one percent of income.  Housing payments are 22
pepercentrcent of income for those in the lowest income quartile and less than one percent of income for those i of income for those in the lowest income quartile and less than one percent of income for those inn
the highest.the highest.

TheThe  distribution of the housing stock also varies across the three cities.  Housing stock in Moscodistribution of the housing stock also varies across the three cities.  Housing stock in Moscoww
isis  primarily state-owned; municipal and departmental housing are 90 percent of the total dwelling spacprimarily state-owned; municipal and departmental housing are 90 percent of the total dwelling spacee
withwith the re the remaining 10 percent comprised of cooperative housing.  There is virtually no individually-ownemaining 10 percent comprised of cooperative housing.  There is virtually no individually-ownedd
housinghousing in M in Moscow.  The vast majority of units are self-contained, 83.4 percent.  Only 11.2 percent aroscow.  The vast majority of units are self-contained, 83.4 percent.  Only 11.2 percent aree
communcommunalal flats; 1.7 percent are rooms in a corridor-type house; and 3.6 percent are in hostels.  There ar flats; 1.7 percent are rooms in a corridor-type house; and 3.6 percent are in hostels.  There aree
no barracks in Moscow.no barracks in Moscow.

HouHousingsing stock in smaller cities differs from that of Moscow in that a larger percentage is individua stock in smaller cities differs from that of Moscow in that a larger percentage is individuall
housing.housing.  In  In Novosibirsk and Ufa about 9 and 6 percent, respectively, are individually-owned housin Novosibirsk and Ufa about 9 and 6 percent, respectively, are individually-owned housingg
units.  The distribution of ownership of housing in the three cities is shown in Table 4.2.  units.  The distribution of ownership of housing in the three cities is shown in Table 4.2.  
  

Table 4.2
Distribution of Ownership of Housing Stock

(as percent of total dwelling units)

Moscow Moscow NovosibirskNovosibirsk UfaUfa

   Municipal units   Municipal units 7575 4646 4848

   Departmental units   Departmental units 1515 3636 3838

   Cooperative units   Cooperative units 1010 88 88

   Individual housing   Individual housing 00 99 66

      Source:  National Income and Expenditure Survey, 1992   National Income and Expenditure Survey, 1992 

Table 4.3 presents the distribution of types of housing unit in each of the three cities.Table 4.3 presents the distribution of types of housing unit in each of the three cities.
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Table 4.3
Distribution of Type of Unit

(as percent of total dwelling units)

MoscowMoscow NovosibirskNovosibirsk UfaUfa

   Self-contained flat   Self-contained flat 83.483.4 85.585.5 74.074.0

   Communal flat   Communal flat 11.211.2 5.75.7 10.010.0

   Rooms in a house   Rooms in a house  1.7 1.7 0.00.0 0.00.0

   Hostels   Hostels  3.6 3.6 7.97.9 13.013.0

   Barracks   Barracks  0.0 0.0 0.30.3 0.40.4

   Private rentals   Private rentals 0.00.0 0.60.6 2.52.5

      Source:  National Income and Expenditure Survey, 1992  National Income and Expenditure Survey, 1992

UnitUnit size in  size in total space varies slightly across the three cities (see Table 4.4) with Moscow havintotal space varies slightly across the three cities (see Table 4.4) with Moscow havingg
aa smaller smaller concentration of flats under 40 m concentration of flats under 40 m  due, in part, to the fact that their are fewer hostels and n due, in part, to the fact that their are fewer hostels and noo22

barbarracks.racks.  Ufa has more hostels and barracks and, consequently, smaller units than the other cities.  Mea  Ufa has more hostels and barracks and, consequently, smaller units than the other cities.  Meann
unit size in total square meters is 40 munit size in total square meters is 40 m  in Ufa, 41 m in Ufa, 41 m  in Novosibirsk and 46 m in Novosibirsk and 46 m  in Moscow.   in Moscow.  22        22          22

AnotherAnother contrasting feature of the housing sector is the percentage of households "under- an contrasting feature of the housing sector is the percentage of households "under- andd
overhooverhoused."used."  For example, in Novosibirsk 36 percent of households are "overhoused," that is, living i  For example, in Novosibirsk 36 percent of households are "overhoused," that is, living inn
mormoree space than allowed according to the social norm for a family of their size established in the definitio space than allowed according to the social norm for a family of their size established in the definitionn
ofof  MSRMSR..  In Moscow, 28 percent of households are "overhoused."  In Ufa, on the other hand, as a resul  In Moscow, 28 percent of households are "overhoused."  In Ufa, on the other hand, as a resultt
ofof t the smaller average unit size and larger average household size, there is a greater share ohe smaller average unit size and larger average household size, there is a greater share off
"underhoused""underhoused" h households than in the other cities.  This issue is described in more detail within the contexouseholds than in the other cities.  This issue is described in more detail within the contextt
of simulation results in Section 5.of simulation results in Section 5.
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 This figure was calculated based on the yearly average of 102.15 rubles/m This figure was calculated based on the yearly average of 102.15 rubles/m  and monthly inflation estimates for the year. and monthly inflation estimates for the year.22

 This This figure is the average cost per square meter as computed based on formulas for maintenance and communal service figure is the average cost per square meter as computed based on formulas for maintenance and communal service ss
providedprovided b by the City of Ufa.  No estimate of tenant payment per square meter was available from the City, unlike Moscow any the City of Ufa.  No estimate of tenant payment per square meter was available from the City, unlike Moscow an dd
Novosibirsk.Novosibirsk.

Table 4.4
Size Distribution of the Housing Stock by Total Space

(as percent of total dwelling units)

mm Moscow Novosibirsk Ufa22

< 20< 20 3.03.0 8.98.9 9.79.7

21 - 3021 - 30 11.211.2 14.514.5 16.316.3

30 - 4030 - 40 21.321.3 23.723.7 21.421.4

41 - 5041 - 50 26.526.5 23.223.2 26.226.2

51 - 6051 - 60 21.221.2 13.913.9 10.110.1

61 - 7061 - 70 10.210.2 13.213.2 10.310.3

> 70> 70 6.66.6 2.62.6 4.14.1

      Source:  National Income and Expenditure Survey, 1992  National Income and Expenditure Survey, 1992

ThThee full operating costs of providing housing maintenance and communal services is also vastl full operating costs of providing housing maintenance and communal services is also vastlyy
diffdifferenterent in the three cities.  For example, full cost per square meter in Novosibirsk is more than twice tha in the three cities.  For example, full cost per square meter in Novosibirsk is more than twice thatt
inin Mosco Moscow.  According to the City of Moscow Department of Engineering, general expenditure fow.  According to the City of Moscow Department of Engineering, general expenditure forr
montmonthlyhly maintenance and communal services in Moscow in October 1992 was 49 rubles per square meter maintenance and communal services in Moscow in October 1992 was 49 rubles per square meter..
HoHouseholdsuseholds paid only 3.5 percent of these expenditures (0.1 rubles per square meter for maintenance fee paid only 3.5 percent of these expenditures (0.1 rubles per square meter for maintenance feess
and 1.62 rubles per square meter for communal services).  and 1.62 rubles per square meter for communal services).  

TheThe City  City of Novosibirsk reported that general expenditure for monthly maintenance and communaof Novosibirsk reported that general expenditure for monthly maintenance and communall
seservicesrvices was 115 rubles per square meter in October 1992. was 115 rubles per square meter in October 1992.   Tenants paid 1.36 rubles per square mete  Tenants paid 1.36 rubles per square meterr88

according to the City, thus receiving a larger subsidy than households living in Moscow.   according to the City, thus receiving a larger subsidy than households living in Moscow.   

TotalTotal expend expenditure in Ufa on maintenance and communal services, according to the city budget, waiture in Ufa on maintenance and communal services, according to the city budget, wass
78.978.9 rubles rubles per square meter at the end of the third quarter of 1992.  Tenants contributed, on average,  per square meter at the end of the third quarter of 1992.  Tenants contributed, on average, 22
rubles per square meter, or 2.5 percent of full cost.rubles per square meter, or 2.5 percent of full cost.99

FromFrom these data it is clear that the three cities differ significantly from one another.  Relative t these data it is clear that the three cities differ significantly from one another.  Relative too
MoscowMoscow a and Novosibirsk, Ufa has, on average, smaller housing stock, higher income households, and nd Novosibirsk, Ufa has, on average, smaller housing stock, higher income households, and aa
largelarge  percentage of "underhoused" households.  Novosibirsk, on the other hand, has lower incomes, percentage of "underhoused" households.  Novosibirsk, on the other hand, has lower incomes, aa
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largerlarger percentage of "overhoused" families, and considerably higher operating costs in the housing sector percentage of "overhoused" families, and considerably higher operating costs in the housing sector..
CurrentCurrent subsi subsidies in Novosibirsk are much higher than in the other two cities.  Moscow, by comparisondies in Novosibirsk are much higher than in the other two cities.  Moscow, by comparison,,
hahass lower levels of current subsidies and larger average unit size.  These differences facilitate a valuabl lower levels of current subsidies and larger average unit size.  These differences facilitate a valuablee
comparison of the outcomes of the alternative strategies of the rent increase-housing program.  comparison of the outcomes of the alternative strategies of the rent increase-housing program.  

ItIt must be noted t must be noted that there is some question about the accuracy of the figures on full cost to the cithat there is some question about the accuracy of the figures on full cost to the cityy
forfor maintenance and communal services for Ufa and Novosibirsk.  However, this does not detract fro maintenance and communal services for Ufa and Novosibirsk.  However, this does not detract fromm
thethe  conclusions to be drawn from the results of this analysis and the lessons to be learned about the effectconclusions to be drawn from the results of this analysis and the lessons to be learned about the effectss
ofof alt alternative program strategies.  Presented here are the results of simulations of rent increase/housinernative program strategies.  Presented here are the results of simulations of rent increase/housingg
allowance programs in three different cities.allowance programs in three different cities.

5. THE FIRST YEAR—UNDERSTANDING DIFFERENCES IN OUTCOME

InIn  this section the results of the first year of programs are examined first for Moscow alone anthis section the results of the first year of programs are examined first for Moscow alone andd
then as a comparison among the three cities.  then as a comparison among the three cities.  

Moscow

TheThe results  results of the simulations for Moscow clearly demonstrate that the program of increasing feeof the simulations for Moscow clearly demonstrate that the program of increasing feess
forfor hou housing services and implementing a program of housing allowances for low income families will pasing services and implementing a program of housing allowances for low income families will payy
foforr itself.  Thus, budgetary subsidies for the provision of these services will be greatly reduced and/o itself.  Thus, budgetary subsidies for the provision of these services will be greatly reduced and/orr
expenditures on maintenance can be increased.  expenditures on maintenance can be increased.  

FiFiguregure 5.1 shows how net revenue varies with each strategy. Even under the most "expensive 5.1 shows how net revenue varies with each strategy. Even under the most "expensive""
strategystrategy in  in which cost coverage increases rapidly but tenant contribution is low (Strategy 5), total housinwhich cost coverage increases rapidly but tenant contribution is low (Strategy 5), total housingg
allowanceallowance payments are only 47 percent of gross revenue, leaving 53 percent of gross revenue for othe payments are only 47 percent of gross revenue, leaving 53 percent of gross revenue for otherr
uses.uses.    The least "expensive" program (Strategy 2) will expend only 7 percent of gross revenue for housinThe least "expensive" program (Strategy 2) will expend only 7 percent of gross revenue for housingg
allowances.  allowances.  
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Figure 5.1
Net Revenue as a Percent of Gross Revenue

Year One Simulations:  Moscow

AsAs expected, th expected, the lower the value of e lower the value of tt the higher participation.  Participation rates in Moscow fo the higher participation.  Participation rates in Moscow forr
thethe first year first year of each strategy are shown in Figure 5.2.  In the first year under the assumption of incom of each strategy are shown in Figure 5.2.  In the first year under the assumption of incomee
growthgrowth at 80 percent of inflation, participation is highest, 91 percent of the population, when  at 80 percent of inflation, participation is highest, 91 percent of the population, when tt is only  is only 55
percentpercent of inco of income and cost coverage is 25 percent (Strategy 5); participation is lowest, only 23 percentme and cost coverage is 25 percent (Strategy 5); participation is lowest, only 23 percent,,
whenwhen cost covera cost coverage is deferred, only 15 percent of full cost, and tenant contribution is 10 percent (Strategge is deferred, only 15 percent of full cost, and tenant contribution is 10 percent (Strategyy
2).2).  Under eac  Under each assumption for cost coverage, raising h assumption for cost coverage, raising tt from 5 to 10 percent, reduces participation by a from 5 to 10 percent, reduces participation by att
least two fifths.  least two fifths.  
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Figure 5.2
Participation as a Percent of Population

Year One Simulations:  Moscow

AA result of  result of lower overall participation is that a larger percentage of the subsidy is targeted to thlower overall participation is that a larger percentage of the subsidy is targeted to thee
lowestlowest  income quartiles.  Figure 5.3 illustrates the percent of the total subsidy targeted to the pooresincome quartiles.  Figure 5.3 illustrates the percent of the total subsidy targeted to the poorestt
fafamiliesmilies in Moscow for the first year of the program.  With participation at only 23 percent, the lowest an in Moscow for the first year of the program.  With participation at only 23 percent, the lowest andd
secondsecond  lowest quartiles (that is, the lower half of the income distribution) receive 97 percent of totalowest quartiles (that is, the lower half of the income distribution) receive 97 percent of totall
subsidies.subsidies.  Whe  When participation is 91 percent, 71 percent of total subsidies go to the lowest quartilen participation is 91 percent, 71 percent of total subsidies go to the lowest quartiless
(Strategy(Strategy  5).  Over 70 percent of the total subsidy goes to the lowest half of the income distribution in al5).  Over 70 percent of the total subsidy goes to the lowest half of the income distribution in alll
programprogram strategies.  In four of the six strategies, all households in the lowest quartile receive a housin strategies.  In four of the six strategies, all households in the lowest quartile receive a housingg
allowance. allowance. 
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Figure 5.3
Targeting of Subsidies:  Share of Total Subsidies

to Lower Half of Income Distribution
Year One Simulations:  Moscow

UnderUnder the ho the housing allowance programs, average payment for housing as a percent of householusing allowance programs, average payment for housing as a percent of householdd
incincomeome is reduced by at least 65 percent for households in the lowest quartile.  Figure 5.4 illustrates th is reduced by at least 65 percent for households in the lowest quartile.  Figure 5.4 illustrates thee
redureductionction in housing expenses for participants in the lowest income quartile.  Under Strategies 5 and 6 in housing expenses for participants in the lowest income quartile.  Under Strategies 5 and 6,,
thosthosee of rapid cost coverage increases, housing expenses before allowance payments would be 38 percen of rapid cost coverage increases, housing expenses before allowance payments would be 38 percentt
ofof  income in the lowest quartile, but only 6 percent for the highest income quartile.  After allowancincome in the lowest quartile, but only 6 percent for the highest income quartile.  After allowancee
payments,payments, tena tenants' payments under Strategies 5 and 6 are 6 and 10 percent of household incoments' payments under Strategies 5 and 6 are 6 and 10 percent of household income,,
respectivelrespectively.y.  This constitutes a reduction of housing expenses of 84 and 74 percent, respectively, fro  This constitutes a reduction of housing expenses of 84 and 74 percent, respectively, fromm
what they otherwise would be.what they otherwise would be.
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Figure 5.4
Total Housing Expenses and Actual Payment

as Percentage of Income for Lowest Income Quartile
Year One Simulations:  Moscow

TheThe forego foregoing suggest several key lessons to be considered when designing a housing allowanceing suggest several key lessons to be considered when designing a housing allowance--
rent increase program:rent increase program:

HigherHigher values values of  of tt yield greater net revenue, after allowance payments are made, from give yield greater net revenue, after allowance payments are made, from givenn
rent increases.rent increases.

Lower values of Lower values of tt increase participation. increase participation.

AsAs partici participation rises, net revenue falls and subsidies are less well-targeted to the lowespation rises, net revenue falls and subsidies are less well-targeted to the lowestt
income quartile.income quartile.

FasterFaster in increases in cost coverage result in smaller net revenue as a percent of gross revenuecreases in cost coverage result in smaller net revenue as a percent of gross revenue,,
unless combined with a higher unless combined with a higher tt..
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Figure 5.5
Net Revenue as a Percent of Gross Revenue

Year One Simulations:  Moscow

Three Cities: Moscow, Novosibirsk, and Ufa

AsAs  expected, given the different income distributions, housing stock, and levels of current subsidieexpected, given the different income distributions, housing stock, and levels of current subsidiess
inin the three the three cities, the housing allowance simulations produce considerably dissimilar results.  Most notabl cities, the housing allowance simulations produce considerably dissimilar results.  Most notablee
areare t the percentages of net revenue to gross revenue, participation and targeting rates, and householdshe percentages of net revenue to gross revenue, participation and targeting rates, and households''
payment to income ratios.  payment to income ratios.  

NetNet revenue, revenue, or remaining revenue after allowance payments, as a percent of gross revenue varie or remaining revenue after allowance payments, as a percent of gross revenue variess
significansignificantlytly across the cities (see Figure 5.5).  In Novosibirsk, where the current levels of subsidy ar across the cities (see Figure 5.5).  In Novosibirsk, where the current levels of subsidy aree
highesthighest (te (tenants pay only 1 percent of the full cost of maintenance and communal services), net revenunants pay only 1 percent of the full cost of maintenance and communal services), net revenuee
asas a percent of g a percent of gross revenue is the lowest of the three cities under each strategy, falling as low as 2ross revenue is the lowest of the three cities under each strategy, falling as low as 299
percentpercent  under Strategy 5 (rapid cost coverage increases and deferred increases in tenant contribution).  Iunder Strategy 5 (rapid cost coverage increases and deferred increases in tenant contribution).  Inn
thisthis c case, larger rent increases are necessary in order to reach the specified cost coverage and, thereforease, larger rent increases are necessary in order to reach the specified cost coverage and, therefore,,
sisizablezable allowance payments are made to low-income renters.  Moscow's net revenue as a percentage o allowance payments are made to low-income renters.  Moscow's net revenue as a percentage off
grogrossss revenue is the largest in all cases.  Tenants currently pay a greater share of the full cost and th revenue is the largest in all cases.  Tenants currently pay a greater share of the full cost and thee
necessary rent increases are smaller.necessary rent increases are smaller.
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Figure 5.6
Participation as a Percent of Population

Year One Simulations

FoForr all cities, however, the variation across strategies follows the same pattern:  net revenu all cities, however, the variation across strategies follows the same pattern:  net revenuee
increasincreaseses with  with tt.  The higher the value of .  The higher the value of tt, the more revenue remains after payment of allowances, the more revenue remains after payment of allowances..
Contrast,Contrast, for examp for example, Strategies 1 and 2 in the first year with 15 percent cost coverage and le, Strategies 1 and 2 in the first year with 15 percent cost coverage and tt of 5 and 1 of 5 and 100
percent, respectively.  As percent, respectively.  As tt increases, net revenue increases from 75 to 93 percent of gross revenue. increases, net revenue increases from 75 to 93 percent of gross revenue.

PartiParticipationcipation rates also vary widely across the cities, as shown in Figure 5.6.  Fewer household rates also vary widely across the cities, as shown in Figure 5.6.  Fewer householdss
inin Mosco Moscow are eligible for allowances than in the other two cities, with participation as low as 23 percenw are eligible for allowances than in the other two cities, with participation as low as 23 percentt
underunder Strategy 2 (deferred cost coverage and rapid increase in tenant contribution).  Although participatio Strategy 2 (deferred cost coverage and rapid increase in tenant contribution).  Although participationn
inin Ufa is somewhat Ufa is somewhat higher, it follows the same pattern.  As  higher, it follows the same pattern.  As tt increases from 5 to 10 percent participatio increases from 5 to 10 percent participationn
drodropsps considerably, by one-half to one-third in Ufa under each scenario and by slightly more in Moscow considerably, by one-half to one-third in Ufa under each scenario and by slightly more in Moscow..
NovosibiNovosibirsk,rsk, on the other hand, contrasts quite sharply with Moscow and Ufa as participation falls n on the other hand, contrasts quite sharply with Moscow and Ufa as participation falls noo
lowerlower th than 86 percent (Strategy 2) and is over 90 percent under all other variants.  Higher rent increasean 86 percent (Strategy 2) and is over 90 percent under all other variants.  Higher rent increasess
crcreateeate a larger burden for tenants and more households participate.  In this case, the depth of the subsid a larger burden for tenants and more households participate.  In this case, the depth of the subsidyy
is reduced but is reduced but MSRMSR remains greater than tenant contribution for nearly all households. remains greater than tenant contribution for nearly all households.
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Figure 5.7
Targeting of Subsidies:  Share of Total Subsidies

to Lower Half of Income Distribution
Year One Simulations

AA con consequence of higher rates of participation is that a smaller share of total subsidy goes to thossequence of higher rates of participation is that a smaller share of total subsidy goes to thosee
inin the l the lower income quartiles, as illustrated in Figure 5.7.  That is not to say that poor households arower income quartiles, as illustrated in Figure 5.7.  That is not to say that poor households aree
receivingreceiving smaller payments, but merely that a larger share of total subsidies is distributed across incom smaller payments, but merely that a larger share of total subsidies is distributed across incomee
quartilesquartiles as  as participation in the upper income quartiles increases.  As expected, Novosibirsk, the city witparticipation in the upper income quartiles increases.  As expected, Novosibirsk, the city withh
thethe high highest rates of participation, has the lowest targeting rate, or percentage of the total allowance to thest rates of participation, has the lowest targeting rate, or percentage of the total allowance to thee
lowerlower i income quartiles.  Lower-income households, however, are still receiving greater levels of subsidncome quartiles.  Lower-income households, however, are still receiving greater levels of subsidyy
since program eligibility is income based.since program eligibility is income based.

AnotherAnother in interesting comparison across the three cities is the households' payment to income ratiosteresting comparison across the three cities is the households' payment to income ratios,,
oror the share the share of income actually spent on housing after the contribution of the allowance payment (se of income actually spent on housing after the contribution of the allowance payment (seee
FigureFigure 5.8 5.8).  In the model, ).  In the model, tt is a target figure, which will be the share of income spent on housing only i is a target figure, which will be the share of income spent on housing only iff
aa house household is living in exactly the number of square meters in their hold is living in exactly the number of square meters in their MSRMSR.  As this is not often the case.  As this is not often the case,,
therethere is much variation in payment to income ratios.  In Novosibirsk, households in the third quartile ar is much variation in payment to income ratios.  In Novosibirsk, households in the third quartile aree
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Figure 5.8
Housing Payment as Percentage of Income

for Lowest Income Quartile
Year One Simulations

considerablyconsiderably " "overhoused," i.e., living in more space than the social norm in the overhoused," i.e., living in more space than the social norm in the MSRMSR for their family size for their family size..
Consequently,Consequently, t their payment to income ratios are one and a half to two times the value of heir payment to income ratios are one and a half to two times the value of tt, reaching 4, reaching 477
perpercentcent of income under Strategy 6 (rapid cost coverage increases and rapid increases in tenan of income under Strategy 6 (rapid cost coverage increases and rapid increases in tenantt
contribution) in the fourth year of the program.  contribution) in the fourth year of the program.  

TheThe results  results for Ufa indicate that, according to the space schedule employed in the simulationsfor Ufa indicate that, according to the space schedule employed in the simulations,,
householdshouseholds in  in the lower income quartiles are extremely "underhoused", that is, living in less space thathe lower income quartiles are extremely "underhoused", that is, living in less space thann
theirtheir a allowance.  Household payments in the first year are only 1 percent of income under three of the sillowance.  Household payments in the first year are only 1 percent of income under three of the sixx
strategies.  strategies.  

TableTable 5.1 ill 5.1 illustrates the extent of "over- "and" under-housing" in the three cities according tustrates the extent of "over- "and" under-housing" in the three cities according too
numbnumberer of rooms in the flat.  In both Novosibirsk and Moscow the majority of units with 4 and 5 room of rooms in the flat.  In both Novosibirsk and Moscow the majority of units with 4 and 5 roomss
areare occup occupied by overhoused families, that is, households who, according to their ied by overhoused families, that is, households who, according to their MSRMSR, should be in smalle, should be in smallerr
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units.units.      The greatest percentage of "overhoused" units of each size are in Novosibirsk, and the smallesThe greatest percentage of "overhoused" units of each size are in Novosibirsk, and the smallestt
percentage in Ufa.percentage in Ufa.

Table 5.1
Overhoused Households by Number of Rooms

(as percent of total)

Rooms Moscow Novosibirsk Ufa

11  17 17  25 25 1515

22  27 27  30 30 1515

33  47 47  55 55 3838

44  81 81  60 60 1616

55 100100 100100 00

Source:  National Income and Expenditure Survey, 1992  National Income and Expenditure Survey, 1992

InIn Novosib Novosibirsk, 36 percent of all households are overhoused compared to 28 percent in Moscoirsk, 36 percent of all households are overhoused compared to 28 percent in Moscoww
andand only 17 percent in Ufa. The dissimilarity of the results suggest that the space allowances could b only 17 percent in Ufa. The dissimilarity of the results suggest that the space allowances could bee
adjusted to more adequately reflect the size of dwelling stock in each three cities.  adjusted to more adequately reflect the size of dwelling stock in each three cities.  

AnotherAnother of of the major policy decisions facing Novosibirsk and Ufa is whether or not to includ the major policy decisions facing Novosibirsk and Ufa is whether or not to includee
tenantstenants  in privately owned, single-family housing among those eligible for housing allowances.  Iin privately owned, single-family housing among those eligible for housing allowances.  Inn
NovNovosibirsk,osibirsk, a number of those tenants in individual housing are pensioners and will encounter difficult a number of those tenants in individual housing are pensioners and will encounter difficultyy
maimaintainingntaining their housing and making communal services payments on a fixed income as costs rise their housing and making communal services payments on a fixed income as costs rise..
Therefore,Therefore, th the Year 1 strategy of 20 percent cost coverage, tenant contribution of 10 percent, and wagee Year 1 strategy of 20 percent cost coverage, tenant contribution of 10 percent, and wagess
risinrisingg at 80 percent of inflation was simulated, including individual housing among those eligible.  Th at 80 percent of inflation was simulated, including individual housing among those eligible.  Thee
priceprice  of maintenance and communal services is assumed to be the same for tenants of individual housingof maintenance and communal services is assumed to be the same for tenants of individual housing;;
however,however, thei their payments are not made to the government or to a department.  Clearly, their inclusion wilr payments are not made to the government or to a department.  Clearly, their inclusion willl
resultresult in a in a decrease in net revenue, as expenditure on housing allowances increases without tenan decrease in net revenue, as expenditure on housing allowances increases without tenantt
contribution.contribution.

TheThe si simulation of this strategy shows that 88 percent of households living in individual housinmulation of this strategy shows that 88 percent of households living in individual housingg
particparticipateipate in the program, comprising 8 percent of all participants.  Individual housing tenants receive  in the program, comprising 8 percent of all participants.  Individual housing tenants receive 99
percenpercentt of the total subsidy, with an average allowance payment to recipients in individual housing of 57 of the total subsidy, with an average allowance payment to recipients in individual housing of 5799
rublerubless per month.  The average allowance payment to other recipients, in municipal, departmental an per month.  The average allowance payment to other recipients, in municipal, departmental andd
cooperatcooperativeive units, is 543 rubles.  Net revenue falls by 11 percent, with 10 percent more participants, whe units, is 543 rubles.  Net revenue falls by 11 percent, with 10 percent more participants, whenn
individualindividual  housing is included in the allowance program.  However, despite the reduction in net revenuehousing is included in the allowance program.  However, despite the reduction in net revenue,,
grossgross rev revenue can still cover the total cost of the housing allowance program, including allowances to thosenue can still cover the total cost of the housing allowance program, including allowances to thosee
householdshouseholds in  in individual housing.  Moreover, 41 percent of gross revenue is left after allowances paymentindividual housing.  Moreover, 41 percent of gross revenue is left after allowances paymentss
are made, compared to 47 percent of gross revenue when individual housing is excluded.are made, compared to 47 percent of gross revenue when individual housing is excluded.
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 The full set of results for each of the simulations are presented in the tables in Appendix C. The full set of results for each of the simulations are presented in the tables in Appendix C.

AnotherAnother  strategy proposed by State Committee on Architecture and Construction (Gostroi) is tstrategy proposed by State Committee on Architecture and Construction (Gostroi) is too
incrincreaseease fees for maintenance and communal services to 50 percent of full cost in the first year with  fees for maintenance and communal services to 50 percent of full cost in the first year with aa
tenanttenant contr contribution of 10 percent of household income.  This program was simulated for both Moscow anibution of 10 percent of household income.  This program was simulated for both Moscow andd
Novosibirsk.Novosibirsk.    However, given the effects of other programs for these cities relative to those for Ufa, onHowever, given the effects of other programs for these cities relative to those for Ufa, onee
cancan infer the resu infer the results for Ufa from those presented here.  With cost coverage of 50 percent and lts for Ufa from those presented here.  With cost coverage of 50 percent and tt of 1 of 100
percent,percent, 9 91 percent of all households in Moscow receive some housing allowance.  This participation rat1 percent of all households in Moscow receive some housing allowance.  This participation ratee
isis the same as that for the program of 25 percent cost coverage with  the same as that for the program of 25 percent cost coverage with tt of 5 percent (Strategy 5), an of 5 percent (Strategy 5), andd
exceexceedseds that of all other programs for Moscow.  Net revenue as a percent of gross revenue is 53 percent that of all other programs for Moscow.  Net revenue as a percent of gross revenue is 53 percent,,
alsalsoo the same as for Strategy 5.  However, actual tenant payment as a percent of income is double that o the same as for Strategy 5.  However, actual tenant payment as a percent of income is double that off
StrategyStrategy 5 5 which means that households in the lowest quartile will pay, on average, 12 percent of thei which means that households in the lowest quartile will pay, on average, 12 percent of theirr
income for housing expenses.income for housing expenses.

WhileWhile this pr this program looks feasible for Moscow, other simulations have show that results do diffeogram looks feasible for Moscow, other simulations have show that results do differr
acrossacross  cities.  Therefore, this program may not work elsewhere.  In Novosibirsk, for example, whercities.  Therefore, this program may not work elsewhere.  In Novosibirsk, for example, wheree
participatioparticipationn is extremely high relative to other cities, net revenue is lower under all strategies is extremely high relative to other cities, net revenue is lower under all strategies..
ParticipatiParticipationon under this program would be 100 percent, as it is for 25 percent cost coverage with  under this program would be 100 percent, as it is for 25 percent cost coverage with tt of  of 55
percent,percent, and n and net revenue would be very low.  Given the other priorities a city may have for using neet revenue would be very low.  Given the other priorities a city may have for using nett
revenuerevenue,, increasing fees to half of cost only to return the larger part the revenues to all households in th increasing fees to half of cost only to return the larger part the revenues to all households in thee
formform of a h of a housing allowance is not a sensible alternative.  Moreover, the administration of a housinousing allowance is not a sensible alternative.  Moreover, the administration of a housingg
allowance program under which all households are eligible would be an arduous task, to say the least.  allowance program under which all households are eligible would be an arduous task, to say the least.  

Furthermore,Furthermore,  this program would not be advisable, in general, in cities where more households arthis program would not be advisable, in general, in cities where more households aree
"overhoused""overhoused"  and paying a larger share of income than and paying a larger share of income than tt for housing expenses.  Under the propose for housing expenses.  Under the proposedd
program,program,  tenant payments as a percent of income would be extremely burdensome for "overhousedtenant payments as a percent of income would be extremely burdensome for "overhoused""
families.families.  In Novosibirsk, housing payments would be, on average, 26 percent of income for those in th  In Novosibirsk, housing payments would be, on average, 26 percent of income for those in thee
thirdthird  quartile.  Therefore, a more gradual approach than that proposed by Gostroi would ease the transitioquartile.  Therefore, a more gradual approach than that proposed by Gostroi would ease the transitionn
forfor t tenants, allow the city to establish the necessary administrative procedures, and would generate morenants, allow the city to establish the necessary administrative procedures, and would generate moree
revenue for the city budget.revenue for the city budget.

6.  FULL PROGRAM IMPLEMENTATION

HowHow do  do the outcomes for the six strategies differ over the five years?  Do the results differ mucthe outcomes for the six strategies differ over the five years?  Do the results differ muchh
across the cities?  Does it matter which city is used as a model?across the cities?  Does it matter which city is used as a model?

AsAs one can se one can see from the graphs included in Appendix A, although the broad patterns are similare from the graphs included in Appendix A, although the broad patterns are similar,,
thethe ef effects of the housing allowance-rent increase programs do vary across the cities.fects of the housing allowance-rent increase programs do vary across the cities.   Therefore, whe  Therefore, whenn1010

examiningexamining  the outcome of the strategies, policy-makers should pay particular attention to the city whicthe outcome of the strategies, policy-makers should pay particular attention to the city whichh
mosmostt closely resembles their own city.  Characteristics of the city must be taken into consideration whe closely resembles their own city.  Characteristics of the city must be taken into consideration whenn
definingdefining the k the key program parameters.  The income distribution of a city and level of current subsidey program parameters.  The income distribution of a city and level of current subsidyy
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powerfullypowerfully  affect the outcomes of the program through participation and rent increases necessary to reacaffect the outcomes of the program through participation and rent increases necessary to reachh
chargescharges at fu at full cost of maintenance and communal services.  Size distribution of the housing stock alsll cost of maintenance and communal services.  Size distribution of the housing stock alsoo
playsplays a role i a role in determining social norms for calculating n determining social norms for calculating MSRMSR, since norms must be reasonable based o, since norms must be reasonable based onn
household size and available housing units.  household size and available housing units.  

SinceSince eli eligibility for the housing allowance-rent increase program is income-based, the incomgibility for the housing allowance-rent increase program is income-based, the incomee
distributiondistribution of a city obviously influences the outcome of the program.  However, the extent of the city' of a city obviously influences the outcome of the program.  However, the extent of the city'ss
currentcurrent sub subsidies for maintenance and communal services determines the magnitude of the rent increasesidies for maintenance and communal services determines the magnitude of the rent increasess
necessarynecessary to reach full cost coverage.  It is the interaction of these two components that eventuall to reach full cost coverage.  It is the interaction of these two components that eventuallyy
determinedetermine pa participation in the program and the level of net revenues generated by the rent increases afterticipation in the program and the level of net revenues generated by the rent increases afterr
allowanceallowance payments are made.  In Novosibirsk, for example, the current level of subsidy is the highes payments are made.  In Novosibirsk, for example, the current level of subsidy is the highestt
amongamong  the three cities and average household income, although not dissimilar to that of Moscow, is ththe three cities and average household income, although not dissimilar to that of Moscow, is thee
lowest.lowest.   Therefore, participation there is the highest and net revenue is the lowest of the three cities unde Therefore, participation there is the highest and net revenue is the lowest of the three cities underr
each of the strategies.  each of the strategies.  

TheThe  size distribution of stock should be taken into consideration when establishing the spacsize distribution of stock should be taken into consideration when establishing the spacee
allallowanceowance for determining  for determining MSRMSR.  Space schedules which are too generous and allow more space tha.  Space schedules which are too generous and allow more space thann
availableavailable in the city provide households with a larger allowance payment than necessary to appropriatel in the city provide households with a larger allowance payment than necessary to appropriatelyy
househouse the  the family and, thus, reduce net revenue without greater housing consumption.  Space schedules thafamily and, thus, reduce net revenue without greater housing consumption.  Space schedules thatt
provideprovide le less space than necessary or available to the average family, create a considerable financial burdess space than necessary or available to the average family, create a considerable financial burdenn
forfor the  the household as they are expected make up the difference between the low household as they are expected make up the difference between the low MSRMSR and their current rent and their current rent..

TheThe full fiv full five year housing allowance-rent increase program will be presented below for Ufe year housing allowance-rent increase program will be presented below for Ufaa
(Figure(Figuress illustrating the results of the strategies in all cities can be found at the end of this section) illustrating the results of the strategies in all cities can be found at the end of this section)..
AlthoughAlthough the  the broad patterns are similar for the other cities, the overall levels of each of the indicators anbroad patterns are similar for the other cities, the overall levels of each of the indicators andd
thethe magnitude  magnitude of changes resulting from the different parameters do vary among them.  Therefore, furtheof changes resulting from the different parameters do vary among them.  Therefore, furtherr
examinatioexaminationn of the results of a another city which may more closely parallel one's own city may be als of the results of a another city which may more closely parallel one's own city may be alsoo
useful.useful.

StrategyStrategy 1 1 entails deferred cost coverage increases and steady increases in tenant contributions entails deferred cost coverage increases and steady increases in tenant contributions..
InIn the fir the first three years net revenue rises slowly, reaching 68 percent, but then falls as cost coverage beginst three years net revenue rises slowly, reaching 68 percent, but then falls as cost coverage beginss
toto increa increase more rapidly. Participation falls in the first three years then rises in the last two years as housinse more rapidly. Participation falls in the first three years then rises in the last two years as housingg
cocostssts increase, but remains between 70 and 80 percent.  The share of subsidy follows inversely the change increase, but remains between 70 and 80 percent.  The share of subsidy follows inversely the changess
in participation, as the total is distributed among the participants.in participation, as the total is distributed among the participants.
    

StraStrategytegy 2 includes deferred cost coverage increases and rapid increases in tenant contribution 2 includes deferred cost coverage increases and rapid increases in tenant contribution..
ThisThis st strategy provides the maximum net revenue as a percent of gross revenue, starting at 86 percent, irategy provides the maximum net revenue as a percent of gross revenue, starting at 86 percent, inn
thethe first yea first years of the program then falls steadily as cost coverage increases.  This would enable cities to usrs of the program then falls steadily as cost coverage increases.  This would enable cities to usee
reverevenuesnues for other purposes, such as maintenance and rehabilitation.   Participation rises sharply as cos for other purposes, such as maintenance and rehabilitation.   Participation rises sharply as costt
coveragecoverage increas increases in the third and fourth years but is the lowest relative to other strategies.  Consequentlyes in the third and fourth years but is the lowest relative to other strategies.  Consequently,,
thethe share of sub share of subsidy received by the lower half of the income quartile is almost always above 80 percentsidy received by the lower half of the income quartile is almost always above 80 percent,,
only falling below 80 percent in the fifth year.only falling below 80 percent in the fifth year.
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StrateStrategygy 3 involves steady cost coverage increases and deferred increases in tenant contribution 3 involves steady cost coverage increases and deferred increases in tenant contribution..
ThisThis stra strategy is a more conservative approach with slow increases in net revenue and smaller increases itegy is a more conservative approach with slow increases in net revenue and smaller increases inn
tenatenantnt contribution.  Participation is initially high but steadily declines as households are expected t contribution.  Participation is initially high but steadily declines as households are expected too
contribute more; the share of subsidy to the lowest quartiles is always more than 60 percent. contribute more; the share of subsidy to the lowest quartiles is always more than 60 percent. 
  

StrStrategyategy 4 includes steady cost coverage increases and rapid increases in tenant contributio 4 includes steady cost coverage increases and rapid increases in tenant contributionn
resultingresulting in fairly stable levels of net revenue as a percent of gross revenue, between 60 and 71 percent in fairly stable levels of net revenue as a percent of gross revenue, between 60 and 71 percent..
ThisThis  strategy provides net revenue as a percent of gross revenue second only to Strategy 2.  Participatiostrategy provides net revenue as a percent of gross revenue second only to Strategy 2.  Participationn
steadilysteadily increa increases and is higher than that of Strategy 2, but remains relatively low compared to others.  Thses and is higher than that of Strategy 2, but remains relatively low compared to others.  Thee
majormajor difference difference between the two, Strategies 2 and 4, is in the tenant payment.  Strategy 4 results in slightl between the two, Strategies 2 and 4, is in the tenant payment.  Strategy 4 results in slightlyy
higherhigher tena tenant payments as a percent of household income.  The trade-off is between net revenue and tenannt payments as a percent of household income.  The trade-off is between net revenue and tenantt
contrcontribution.ibution.  However, in the case of Ufa, because household income is relatively high, the difference i  However, in the case of Ufa, because household income is relatively high, the difference inn
tenanttenant contribu contribution as a percent of income is insignificant.  The City would be better off with the revenution as a percent of income is insignificant.  The City would be better off with the revenuee
increases of Strategy 2 and the lower participation than the savings to the household under Strategy 4. increases of Strategy 2 and the lower participation than the savings to the household under Strategy 4. 

StrategyStrategy 5 rapidly increases cost coverage and defers increases in tenant contribution and result 5 rapidly increases cost coverage and defers increases in tenant contribution and resultss
inin very very high rates of participation and low net revenue as a percent of gross revenue.  Because participatio high rates of participation and low net revenue as a percent of gross revenue.  Because participationn
isis high, betwee high, between 80 and 92 percent, subsidies are less well-targeted to the lower income groups.  In thin 80 and 92 percent, subsidies are less well-targeted to the lower income groups.  In thiss
stratstrategy,egy, rapid cost coverage is offset by low tenant contributions and the increases in rent revenue ar rapid cost coverage is offset by low tenant contributions and the increases in rent revenue aree
merelmerelyy channeled back to tenants in the form of allowances.  Additionally, "overhoused" families will b channeled back to tenants in the form of allowances.  Additionally, "overhoused" families will bee
hardesthardest hit hit under strategies of rapid increases in cost coverage as they are expected to pay the full cost o under strategies of rapid increases in cost coverage as they are expected to pay the full cost off
additional space.additional space.

StStrategyrategy 6 combines both rapid increases in cost coverage and rapid increases in tenan 6 combines both rapid increases in cost coverage and rapid increases in tenantt
contribucontribution.tion.  Net revenue, participation, and targeting are all moderate and do not change dramatically  Net revenue, participation, and targeting are all moderate and do not change dramatically..

The figures in Appendix A illustrate the effects of the alternative strategies on the indicators:The figures in Appendix A illustrate the effects of the alternative strategies on the indicators:

cost coverage;cost coverage;
net revenue as a percent of gross revenue;net revenue as a percent of gross revenue;
payment as a percent of income for the lowest income quartile; andpayment as a percent of income for the lowest income quartile; and
the share of subsidies to the lowest income quartiles.the share of subsidies to the lowest income quartiles.

FigFiguresures for each indicator show how the indicators vary with the alternative strategies.  Separat for each indicator show how the indicators vary with the alternative strategies.  Separatee
figures are presented for each city.figures are presented for each city.

7. CONCLUSION

AlthoAlthoughugh there appears to be a great deal of choice open to republic and city governments in th there appears to be a great deal of choice open to republic and city governments in thee
formulaformulationtion of a rent increase/housing allowance policy, policymakers are not completely free of constraint of a rent increase/housing allowance policy, policymakers are not completely free of constraintss
inin setting prog setting program parameters.  The current situation in a city, in terms of income distribution, housinram parameters.  The current situation in a city, in terms of income distribution, housingg
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stock,stock, and and operating costs in the housing sector, strongly constrains the range of choices available operating costs in the housing sector, strongly constrains the range of choices available..
UnthoughtfuUnthoughtfull decisions and simple national directives, such as the proposal to increase maintenance fee decisions and simple national directives, such as the proposal to increase maintenance feess
andand communal serv communal services charges to 50 percent of full cost in the first year, could be detrimental to largices charges to 50 percent of full cost in the first year, could be detrimental to largee
sectosectorsrs of the population in some cities, particularly those households who are "overhoused."  Moreover of the population in some cities, particularly those households who are "overhoused."  Moreover,,
somesome program  program designs which result in very high participation rates from the start involve such adesigns which result in very high participation rates from the start involve such ann
administrative burden as to make then infeasible.  administrative burden as to make then infeasible.  

Therefore,Therefore, ca careful analysis of current situation in a city is essential in order to prevent the negativreful analysis of current situation in a city is essential in order to prevent the negativee
efeffectsfects of an ill-suited policy.  Some cities may even choose to seek advice from housing policy experts of an ill-suited policy.  Some cities may even choose to seek advice from housing policy experts..
ForFor example, the Institute for Housing and Communal Economy is currently providing assistance to severa example, the Institute for Housing and Communal Economy is currently providing assistance to severall
republicrepublicss and cities.  Most importantly, however, thoughtful discussion, based on hard analysis, must tak and cities.  Most importantly, however, thoughtful discussion, based on hard analysis, must takee
placeplace amon among the policy-makers formulating the program in order to determine the parameters best suiteg the policy-makers formulating the program in order to determine the parameters best suitedd
to their city.to their city.
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APPENDIX A
FULL PROGRAM IMPLEMENTATION
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 This spa This space schedule differs slightly from that of the decree on rent increases and housing allowances passed by the Moscoce schedule differs slightly from that of the decree on rent increases and housing allowances passed by the Mosco ww
City Government in January 1993.City Government in January 1993.

APPENDIX B
ASSUMPTIONS AND FORMULAS USED IN SIMULATIONS

AllAll figures for first year simulations are in October 1, 1992 prices.  Figures for subsequent year figures for first year simulations are in October 1, 1992 prices.  Figures for subsequent yearss
are monthly and are in real terms, that is, adjusted for inflation.are monthly and are in real terms, that is, adjusted for inflation.

TheThe space  space schedule used to calculate schedule used to calculate MSRMSR was originally proposed by officials from the City o was originally proposed by officials from the City off
Moscow.Moscow.   It is based on the number of household members, as follows:  It is based on the number of household members, as follows:1111

Square MetersSquare Meters
Number of PersonsNumber of Persons of Total Spaceof Total Space

1 - 21 - 2 3535
33 4545

4 - 54 - 5 6060
6 +6 + 7070

Moscow

MainMaintenancetenance fees for the base year of this analysis, October 1992, were calculated according t fees for the base year of this analysis, October 1992, were calculated according too
aa for formula obtained from the Engineering Department of the City of Moscow.  Fees for maintenance wermula obtained from the Engineering Department of the City of Moscow.  Fees for maintenance weree
based on a space allowance according to family size using the following formula:based on a space allowance according to family size using the following formula:

MaintenanceMaintenance == (12(12 m m  of living space x number of persons + 6 m of living space x number of persons + 6 m ) x 16.5 kopecks/m) x 16.5 kopecks/m  + (extr + (extraa22                    22       22

space in mspace in m  x 48.5 kopecks/m x 48.5 kopecks/m ) ) 22      22

wherewhere extra  extra space is the total living space minus the space allowance of 12 mspace is the total living space minus the space allowance of 12 m  + 6 m + 6 m  for the family.  Thes for the family.  Thesee22      22

figufiguresres were compared to reported rents for each household.  The lesser of the two was used as th were compared to reported rents for each household.  The lesser of the two was used as thee
househousehold'shold's current maintenance fees in the base year as families often report making payments for severa current maintenance fees in the base year as families often report making payments for severall
montmonthshs at one time, therefore, overestimating monthly rent.  Additionally, the lower figure could represen at one time, therefore, overestimating monthly rent.  Additionally, the lower figure could representt
adjustmentsadjustments a and reductions made according to a family's social situation, i.e., veteran, or number ond reductions made according to a family's social situation, i.e., veteran, or number off
children.children.  However, these estimate of current maintenance fees are only used in calculating the revenu  However, these estimate of current maintenance fees are only used in calculating the revenuee
incincreasesreases under each program.  In the simulations of the housing allowance program, maintenance fee under each program.  In the simulations of the housing allowance program, maintenance feess
computedcomputed a according to the formula were used in order to simulate the elimination of current adjustmentccording to the formula were used in order to simulate the elimination of current adjustmentss
beforebefore  implementing the housing allowances.  In cases with missing data on expenditure for maintenanceimplementing the housing allowances.  In cases with missing data on expenditure for maintenance,,
computed maintenance fees were used for both.computed maintenance fees were used for both.
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FeesFees  for water and gas are fixed per person and central heating payments are based on rent anfor water and gas are fixed per person and central heating payments are based on rent andd
livinlivingg space.  For cases with missing data on expenditures for communal services, formulas and fixed fee space.  For cases with missing data on expenditures for communal services, formulas and fixed feess
obtainedobtained  from the City of Moscow were used to calculate monthly household expenses for gas, water anfrom the City of Moscow were used to calculate monthly household expenses for gas, water andd
centralcentral heati heating.  The following formulas and fees were used:  central heating fees are equal to 40 percenng.  The following formulas and fees were used:  central heating fees are equal to 40 percentt
ofof rent plus living floor space times 25 kopecks; cold water and sewage fees are 2.1 rubles per person; ho rent plus living floor space times 25 kopecks; cold water and sewage fees are 2.1 rubles per person; hott
water fees are 3 rubles per person; gas fees are 2.1 rubles per person.   water fees are 3 rubles per person; gas fees are 2.1 rubles per person.   

Novosibirsk

InIn order to  order to compare the results of the simulations for the three cities, data for Novosibirsk wercompare the results of the simulations for the three cities, data for Novosibirsk weree
converconvertedted from fourth quarter figures to monthly figures at the end of the third quarter.  Inflation was 2 from fourth quarter figures to monthly figures at the end of the third quarter.  Inflation was 277
percentpercent  in October, 21 percent in November and 23 percent in December and wage growth was assumein October, 21 percent in November and 23 percent in December and wage growth was assumedd
toto  be 80 percent of inflation.  Income was deflated by the compounded monthly inflation over the periodbe 80 percent of inflation.  Income was deflated by the compounded monthly inflation over the period..
Fees for maintenance and communal services were assumed to be constant over the fourth quarter.Fees for maintenance and communal services were assumed to be constant over the fourth quarter.

InIn Nov Novosibirsk, fees for maintenance are based on living space, priced at 16.5 kopeks for the firsosibirsk, fees for maintenance are based on living space, priced at 16.5 kopeks for the firstt
1212 m m  per person, 33 for the next 6 m per person, 33 for the next 6 m  per person, and 49.5 for living space over 18 m per person, and 49.5 for living space over 18 m  per person.  Th per person.  Thee22                22                    22

samesame  methodology for comparing reported and computed maintenance fees employed for the Moscow datmethodology for comparing reported and computed maintenance fees employed for the Moscow dataa
waswas used f used for Novosibirsk.  The lesser of the two was used as the household's current fees, but thor Novosibirsk.  The lesser of the two was used as the household's current fees, but thee
computedcomputed fees were used in the simulations.  In cases with missing data on expenditure for maintenance fees were used in the simulations.  In cases with missing data on expenditure for maintenance,,
computed maintenance fees were used for both.computed maintenance fees were used for both.

FeeFeess for communal services are fixed rates per person in the household.  Gas fees are 2.1 ruble for communal services are fixed rates per person in the household.  Gas fees are 2.1 rubless
perper person; cold  person; cold water and sewage fees are 12.6 rubles per person; and hot water fees are 5.4 rubles pewater and sewage fees are 12.6 rubles per person; and hot water fees are 5.4 rubles perr
squaresquare m meter.  For cases with missing data these formulas were used to estimate household expenditureter.  For cases with missing data these formulas were used to estimate household expendituree
on services.on services.

Ufa

DataData for  for Ufa, collected at the end of the third quarter, were also converted from quarterly tUfa, collected at the end of the third quarter, were also converted from quarterly too
monthlymonthly  figures.  Inflation was 9 percent in July, 6.2 percent in August and 16.9 percent in December anfigures.  Inflation was 9 percent in July, 6.2 percent in August and 16.9 percent in December andd
wagewage growth wa growth was assumed to be 80 percent of inflation.  Income were deflated by the compoundes assumed to be 80 percent of inflation.  Income were deflated by the compoundedd
monmonthlythly inflation over the period.  Fees for maintenance and communal services were assumed to b inflation over the period.  Fees for maintenance and communal services were assumed to bee
constant over the third quarter.constant over the third quarter.

ThThee same method of determining fees for maintenance and communal services used for Mosco same method of determining fees for maintenance and communal services used for Moscoww
andand Novo Novosibirsk data was employed for Ufa.  Fees for maintenance in Ufa are 13.5 kopeks per squarsibirsk data was employed for Ufa.  Fees for maintenance in Ufa are 13.5 kopeks per squaree
metemeterr of living space within the norm of 12 m of living space within the norm of 12 m  per person and 40.5 kopeks per square meter above th per person and 40.5 kopeks per square meter above thee22

norm.norm.  Communa  Communal services fees are based on the following fixed charges per person:   gas fees are 2.l services fees are based on the following fixed charges per person:   gas fees are 2.11
rubles/person;rubles/person; cold water and sewage fees are 7.35 rubles/person; and hot water fees are 12.1 cold water and sewage fees are 7.35 rubles/person; and hot water fees are 12.122
rubles/person.rubles/person.



Guidelines for Designing Programs for Raising Rents andGuidelines for Designing Programs for Raising Rents and
Implementing Housing Allowances inImplementing Housing Allowances in The Urban InstituteThe Urban Institute
Russian Republics and MunicipalitiesRussian Republics and Municipalities Page 49Page 49

APPENDIX C
WEIGHTING THE SAMPLE

BecauBecausese selection for participation in the National Income and Expenditure Survey is not random selection for participation in the National Income and Expenditure Survey is not random,,
thethe data w data were both ratio adjusted and weighted in order to represent the actual number of households anere both ratio adjusted and weighted in order to represent the actual number of households andd
ththee income distribution in the cities.  As a result, simulations provide population estimates of cost an income distribution in the cities.  As a result, simulations provide population estimates of cost andd
participation.participation.

FirsFirstt the data were adjusted according to the distribution of households in two aggregated branche the data were adjusted according to the distribution of households in two aggregated branchess
ofof the e the economy, industry and others, and households of pensioners.  This adjustment enables us to simulatconomy, industry and others, and households of pensioners.  This adjustment enables us to simulatee
thethe income str income structure of the city and thus, better estimate the costs of the program.  For example, iucture of the city and thus, better estimate the costs of the program.  For example, inn
NovosibiNovosibirsk,rsk, there are 9 percent pensioners, 31 percent households working in industry, and 60 percen there are 9 percent pensioners, 31 percent households working in industry, and 60 percentt
inin other branches other branches.  Cases in the sample were assigned a value so that the distribution in the sampl.  Cases in the sample were assigned a value so that the distribution in the samplee
represents the actual distribution.  represents the actual distribution.  

ForFor exampl example, there were 10 pensioner households of the 576 households in the data foe, there were 10 pensioner households of the 576 households in the data forr
NovosibNovosibirsk,irsk, or only 2 percent.  Thus, each pensioner household is assigned a value of 5 to correct th or only 2 percent.  Thus, each pensioner household is assigned a value of 5 to correct thee
distribution.distribution.    The 294 households working in industry, 51 percent of the sample, are assigned a loweThe 294 households working in industry, 51 percent of the sample, are assigned a lowerr
value,value, .61,  .61, to compensate for their overrepresentation in the sample.  The following table summarized thto compensate for their overrepresentation in the sample.  The following table summarized thee
process of ratio adjusting by sector for Novosibirsk.  process of ratio adjusting by sector for Novosibirsk.  

Table C.1
Adjustments by Sector For Novosibirsk

FormulaFormula
SectorSector PercentPercent with sample size of 576with sample size of 576

pensionerspensioners 99 number in sample: 10number in sample: 10
10*weight/576 = .0910*weight/576 = .09

weight = 5.06weight = 5.06

industryindustry 3131 number in sample: 294number in sample: 294
294*weight/576 = .31294*weight/576 = .31

weight = .61weight = .61

otherother 6060 number in sample: 272number in sample: 272
272*weight/576 = .60272*weight/576 = .60

weight = 1.27weight = 1.27

HouHouseholdsseholds were then weighted to inflate the sample to the total number of households in each cit were then weighted to inflate the sample to the total number of households in each cityy
lilivingving in each type of housing, i.e., municipal, departmental, cooperative and individual housing.  Fo in each type of housing, i.e., municipal, departmental, cooperative and individual housing.  Forr
exexample,ample, in Novosibirsk, 46 percent of the housing stock is municipal units, 35 percent departmental,  in Novosibirsk, 46 percent of the housing stock is municipal units, 35 percent departmental, 88
percenpercentt cooperative, and 11 percent individual housing.  The total number of dwelling units is 393,708 cooperative, and 11 percent individual housing.  The total number of dwelling units is 393,708..
TheThe  total number of units of each housing type is determined and divided by the number of those in thtotal number of units of each housing type is determined and divided by the number of those in thee
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sample.sample.  The re  The result is the weight assigned to each household living in that housing type.  The weightesult is the weight assigned to each household living in that housing type.  The weightedd
samplesample is is an estimate of the population of households.  The following table summarizes the calculation o an estimate of the population of households.  The following table summarizes the calculation off
weights according to the distribution of housing stock for Novosibirsk.weights according to the distribution of housing stock for Novosibirsk.

Table C.2
Weights For Novosibirsk

FormulaFormula
Housing StockHousing Stock TotalTotal with sample size of 576with sample size of 576

municipalmunicipal 181105.68181105.68 number in sample: 387number in sample: 387
181105.68/387 = weight181105.68/387 = weight

weight = 467.97weight = 467.97

departmentaldepartmental 137797.8137797.8 number in sample: 114number in sample: 114
137797.8/114 = weight137797.8/114 = weight

weight = 1208.75 weight = 1208.75 

cooperativecooperative 31496.6 31496.6 number in sample: 37number in sample: 37
1496.6/37 = weight1496.6/37 = weight

weight = 851.26weight = 851.26

individualindividual 43307.8843307.88 number in sample: 38number in sample: 38
housinghousing 43307.88/38 = weight43307.88/38 = weight

weight = 1139.68weight = 1139.68
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APPENDIX D
TABLES OF RESULTS

TheThe fo following tables present the effects of the six alternative strategies under the two scenarios ollowing tables present the effects of the six alternative strategies under the two scenarios off
incomeincome growth growth as a percent of inflation for each of the three cities.  Each year of the program is presente as a percent of inflation for each of the three cities.  Each year of the program is presentedd
in a separate table.in a separate table.


